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T o  t h o s e  w h o  
p l a n  t o  t a k e  
t h e  n e x t  C . P . A .  e x a m i n a t i o n
I N addition to its regular 
Course, the International 
Accountants Society, Inc., 
offers a special Coaching 
Course for Accountants who 
are planning to take the 
C.P.A. Examination.
This Course will be sup­
plied only to those who are 
already competent account­
ants, as no attempt is made 
to teach general accounting 
in this course. The instruc­
tion is pointed directly at 
the C .P A . Examination.
Something more than a 
knowledge of accounting is 
necessary to insure success 
in the examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
Particularly noteworthy 
features o f the training are:
100 problems in Practical Accounting 
with solutions and comments
100 questions and answers lit Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory 
of Accounts 
Elaborate explanations and comments 
that include, in addition to the finished 
statements or solutions, such items as 
suggestions for “Notes to the Examiner,” 
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
Used in a C. P. A. or an A. I .  A. examina­
tion, or ( 2) specially prepared to train 
the candidate in handling certain points 
likely to been countered in the examination.
Personal correction, criticism, and grad­
ing of every examination paper by a  
Certified Public Accountant who has him­
self passed the C. P. A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society. Inc.
audits, installing systems, or 
conducting investigations. 
Many men with little or no 
practical experience can solve 
C. P. A. problems readily— 
many others with years of 
experience flounder pitifully 
in the examination room. 
WHY? The candidate is 
required to work at top 
speed. He must work with 
limited information. He has 
to construct definitions. Very 
often it is necessary for him 
to use unusual working 
sheets.
The C. P. A. Coaching 
Course given by the Inter­
national A c c o u n t a n t s  
Society, Inc., prepares you 
to meet such conditions. 
The fee is $42, and the text 
consists of twenty lessons.
A BOOKLET, “How to Prepare for the CP .A. Examination," is available for those who ore interested. For a free copy, just write your name and address below and mail.
I n t e r n a t i o n a l  A c c o u n t a n t s  S o c i e t y ,  I nc.
A Division o f the ALEXANDER HAMILTON INSTITUTE
 To the International Accounta n ts Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
Send me the special booklet, “How to Prepare for the C. P . A. Examination,” 
which describes your special Coaching Course for Accountants.
N am e. .Company.
W H E N AN SW ERIN G  ADVE R T IS E MEN T S M ENTION  T H E CE R T I F IE D P UB LI C ACCOUNT A NT
F O R  Y E A R S  U N D E R W O O D  E L L IO T T  F IS H E R  HAS
C A R R IE D  IN  IT S  L IT E R A T U R E  T H E  ST A T E M E N T :
A s k  Y o u r  A c c o u n t a n t
h o w  o u r  m a c h i n e s  w i l l  h e l p  y o u  ”
Thus we invite the cooperation 
of members of the accounting 
profession in connection with 
the effective application and in­
stallation of Accounting Ma­
chines.
Underwood E llio tt Fisher 
maintains a Library o f Machine 
Accounting Applications which
is available to you upon request. 
Please feel free to call upon us, 
without obligation of course, if 
we can be o f assistance to you.
Accounting M achine Division
UNDERWOOD ELLIOTT FISHER COMPANY
Accounting Machines . . . Typewriters 
A dding M achines 
Carbon Paper, Ribbons a n d  other Supplies
342 Madison Ave., New York, N. Y. 
Sales a n d  Service Everywhere
U n d e r w o o d  E l l i o t t  F i s h e r
A C C O U N T I N G  M A C H IN E S
Every U N D E R W O O D  E L L I O T T  F IS H E R  Accounting Machine 
is backed by nation - wide, company - owned service facilities
U n derw ood  M odel Sundstrand M odel E llio tt F isher M odel
There is an Underwood Elliott Fisher Machine for every accounting purpose
U n d e r w o o d  E llio t t  F i s h e r  S p e e d s  th e  W o r l d ’s B u sin ess
W H E N  A N S W E R I N G  A D V E R T I S E M E N T S  M E N T IO N  T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T
A r e  Y o u  R e a d y  . .
A re you read y  for the N ew  Y e a r - - 1 9 3 5  
R e m e m b e r - -a  new  y ear  ushers in m ore  
than 3 6 5  days - - it in tro d u ces
?
O P P O R T U N I T Y
In January, 1934 we asked you this 
same question. Since then business has 
enjoyed a substantial improvement.
Incomes are more secure, wages higher, farm  incomes greater, store sales increased, banks are safer, 
and the outlook for continued improvement in business is brighter. These improvements truly intro­
duced greater opportunities. W ere you prepared for them?
We repeat: A  New Y ear ushers in more than 365 days. It introduces genuine business opportunity. It 
is indeed a rich inheritance. Think of it; 365 days in which to build for greater business success. Your 
use of that time is as important as the use of any heritage. W ill you throw it aw ay—waste it— or 
invest it profitably?
Your progress toward a better position, higher pay, a real success in life, is largely a matter of being 
ready to take advantage of opportunity when it comes. You cannot escape the fact that the man who 
is trained to offer more than others is the one who w ill be invited to associate with those already 
enjoying business success. But you must remember that those who are invited, whose promotion is rapid, 
must possess the necessary technical training that makes them ready.
Walton Courses in Accountancy provide specialized training, and at 
the same time give a general and thorough knowledge of business 
principles. You can easily secure this training and retain your pres­
ent position. You need not take years from your work and spend 
large sums of money. Y our spare time is all that is necessary, time 
that is ordinarily wasted. During the course of their training, many 
W alton students find their salaries doubled and trebled. An amazing 
number of Walton graduates are being chosen for bigger, better-paid 
positions because W alton training is sound, thorough and practical. More than 1,300 Walton trained 
students are certified public accountants; hundreds of others are advisors, instructors, executives, and 
controllers of business today.
The Important 
Position Seeks 
the
Trained Man
“The Walton Way to a Better Day”
I t  is  easy  to find out how W a lto n  ca n  help you to  su c­
ceed. Send fo r  our F re e  booklet, “ T h e  W a lto n  W a y  to  
a  B e tte r  D a y .”  Y o u  will find it a  rem ark able exposi­
tion of W alto n  ideals and p olicies, full o f  inspirational 
statem en ts fro m  leading acco u n tan ts  and execu tiv es as  
to the sound and thorou gh  c h a ra c te r  o f  W a lto n  tra in in g .
I t  will show  you the w isdom  of p rep aratio n  and the  
e x te n t to w hich specialized tra in in g  is ap preciated  and  
rew arded . Sen d  fo r  y ou r copy today. I t  m ay m ean  
all the difference betw een m ediocrity  an d  success. Ju s t  
fill out the coupon and m ail it  today.
Day and E vening  Classes and 
H o m e Study Instruction
D ay classes are  s ta rte d  a t freq u en t in terv als . A  day  
stu dent m ay begin a t th e point in th e  co u rse fo r  which 
his previous ed ucatio n  and exp erien ce  qu alify him. 
E v e n in g  residen t classes s ta r t  in Septem ber and  
Ja n u a ry .
W a l t o n  S c h o o l  
C o m m e r c e
Member National Home Study Council
Charles H. Langer, Ph.B., C .P.A.
P res id en t and E d u ca tion a l D irec to r
513-523 McCormick Building 
CH IC AG O
M a il T h is Coupon N o w !
C heck the courses in which you are  in terested . T h ey may 
be taken in com bination or separately.
□  CONSTRUCTIVE ACCOUNTING
□  ADVANCED ACCOUNTING AND
AUDITING
□  COST ACCOUNTING
□  BUSINESS LAW
□  FED ERA L INCOME TA X ACCOUNTING
□  MATHEMATICS OF ACCOUNTING 
AND FINANCE
□  C.P.A. COACHING
□  M ERGERS AND CONSOLIDATIONS
□  Home Study Instruction 
I Am Interested In   □  Resident Day Classes
□  Resident Evening Classes
W A LT O N  SCH O O L of C O M M ER C E
513-523 McCormick Bldg., Chicago 
P le a s e  sen d  m e, w ithou t ob ligation , c o m p le te  
d escr ip tion s  o f  c ou rses  c h e c k e d  a b o v e , a ls o  copy  
o f you r b o o k , “T h e  W alton  W ay to a  B e t t e r  D ay .”
N a m e  ....................................................................................
A d d ress  ................................................................................
C ity  and S ta te  ...................................................................
O ccu pation  ................................................ Age ..............
W H E N  A N S W E R I N G  a d v e r t i s e m e n t s  m e n t i o n  t h e  c e r t i f i e d  p u b l i c  a c c o u n t a n t
T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t
DEVOTED TO T H E  IN T E R E ST S OF T H E  C .P .A ., H IS  C L IE N T , AND T H E  P U B L IC  W EL FA R E
V o l . X V  January, 1935 No. 1
E d ito r :  D u r a n d  W . Sprin g e r . Published monthly by The Accountants Publishing Com­
pany. P ublication office: Candler Building, Baltimore, M aryland. E d ito r ia l office: National 
Press Building, Washington, D . C. A ll communications for publication should be addressed to 
the Editorial office, National Press Building, Washington, D. C. Subscription p rice : A  year 
of 12  issues, $2.00; twenty cents a copy. Entered as second-class matter, January, 1934, at the 
post office at Baltimore, Md., under act of M arch, 1879.
“A man without mirth is like a  wagon without springs, in which one is 
caused a disagreeable jo lt by every pebble over w hich it passes."
— H e n r y  W a r d  B e e c h e r .
T h e  P r e s i d e n t ’ s  P a g e  
A  College Degree
b y  W i l l i a m  C. H e a t o n , C.P.A.
I N 1929, the New York State Board of Regents announced that during 1938 and thereafter, candidates for a certificate as Certified Public 
Accountant must present evidence of having completed the equivalent of 
a four-year college course before being permitted to sit for examination. 
I t  is believed th at the requirement will, before many years have passed, 
apply in a substantial number of other states.
W e may well ask whether the movement thus started is desirable and 
why. W ithout attempting to answer the questions directly, it is inter­
esting to note some of the considerations that are advanced in support of 
the requirement.
Certified Public Accountants are members of a profession. The 
word “profession” is used in the narrower sense as applying to those 
persons who, with a background of study and experience, offer their ser­
vices to the public for compensation and receive as a part of their reward 
the satisfactions that attend professional work. This sense is to be dis­
tinguished from the broader sense used by President Lowell when, a t the 
dedication of the buildings of the Harvard School of Business, he referred 
to business as the newest of the professions.
Although our profession now has wide public recognition and within 
two years has received recognition in Federal legislation, it is not gener­
ally accepted as a learned profession. The reason is not hard to discover.
The educational requirement in all C. P. A. laws is evidence of com­
pletion of a high school course or its equivalent and by far the largest 
number of those entering the profession to date have not gone beyond 
that minimum requirement in formal schooling. The tendency, however, 
is changing and it is said an increasing number of those sitting for exami­
nations are college graduates or have had one, two or three years at 
college.
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Admitting that many college graduates are of limited competence 
and promise, nevertheless it is believed with reason that a person who has 
in college been introduced to many fields of knowledge and has acquired 
a more or less extended acquaintance in a few fields, has a background of 
information, training and culture, which is of m aterial help in this highly 
competitive world. This applies particularly to those who enter the 
professions.
Unless and until those who practice as certified public accountants 
are predominantly persons with a cultural background, we cannot expect 
to be recognized by the public as members of a  learned profession, regard­
less of individual attainments.
In thinking of a cultured person, we generally consider him one who 
observes the amenities of life, who has a broad knowledge of literature, 
art and science and who in his dealings with others is kind, generous, 
courteous and tolerant. Volumes have been written on the meaning of 
culture. Mr. A. N. Whitehead has given a  definition which is useful in 
our consideration of the cultural needs of certified public accountants. 
He said “Culture is activity of thought and responsiveness to beauty and 
humane feeling.” I t  is obvious that one may acquire some degree, per­
haps a high degree, of culture without the advantage of a college educa­
tion. College, however, is helpful and in many cases, an essential to the 
substantial success of professional practitioners.
I t  is estimated th at there are about fourteen thousand persons in 
the United States who hold C. P. A. certificates and the number is increas­
ing rather rapidly year by year, more rapidly in recent years than have en­
gagements to occupy their attention. I t  is quite natural that those who are 
the better qualified (and that includes the possession of a cultural back­
ground) have the better opportunity to acquire and keep a public account­
ing practice.
A member of the Board of Exam iners of a  mid-western State for 
many years, recently said that an increasing percentage of those who have 
sat for examinations in his State, are college graduates and that of those 
who have passed, the college graduates have been more successful in 
obtaining and holding desirable clients than have those with a  high school 
education only. Aside from the satisfactions and richness of one’s 
personal life, the aid to his professional success in this troublous world 
is an im portant m atter.
W e desire our profession to be recognized by the public as a learned 
profession; we desire th at those entering the profession as certified public 
accountants succeed and advance the standards of the profession. I t  
will be interesting to observe during the next decade, to what extent 
other states will follow the lead of New York in making a college degree 
an educational requirement for entrance into the profession through the 
C. P. A. door.
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B a n k r u p t c y  P r o c e d u r e *
by J u d g e  J o h n  C. K n o x , United States District Court, New York
I T  is a privilege to come here this after­noon and to greet so many members 
of the profession of accountancy. At a 
time when tax-gatherers swarm across the 
land as did the locusts of Egypt, and 
when the financial set-up of business or­
ganizations is the equivalent of a compli­
cated Chinese puzzle, the public account­
ant is a necessity. So important is his 
function in carrying on modern economic 
life, that he rightfully enjoys a status that 
is as dignified and outstanding as that of 
lawyers and members of the medical pro­
fession. And as a result, the accountant 
is charged with commensurate responsi­
bility. As you are well aware, a lawyer 
if so disposed can serve the State about 
as well and in some respects, a bit better 
than most other persons. Again, if such 
be the lawyer’s desire, he can utilize his 
ability, his shrewdness and his training so 
as to deceive courts, juries and the public. 
I f  he wishes, and if he be paid a sufficient 
fee, he can not only turn black into white, 
but can also transform the limpid pool into 
a filthy pond wherein swim the hideous 
forms of wrong and injustice.
A member of the medical profession, as 
all of us know, can take the mangled and 
disfigured body of a fellow-being, from 
which life has all but fled, and restore it 
to health, strength and its pristine condi­
tion. On the other hand, he can be guilty 
of the grossest malpractice and be a men­
ace to the welfare and happiness of his 
fellow men. But, Mr. Chairman, the 
power of an accountant for the service of 
good and evil is no whit less than that pos­
sessed by the lawyer and the physician. 
The accountant’s nimbleness of mind and 
his dexterity of hand can reveal truth or 
can conceal it. They may also furnish 
safeguards for the preservation of the na­
tion’s wealth; or they may be so used as to 
impoverish the land. The accountant may 
make improper use of his items of reserve,
*A ddress delivered at tw elfth  Annual F all 
C onference o f the New Y o rk  S tate  Society.
depreciation, obsolescence and good will, 
just as lawyers from time to time may 
take improper refuge in the shiboleths of 
professional privilege as his freedom from 
self-incrimination. Unfortunately, in these 
latter years, too many accountants and al­
together too many lawyers, along with 
bankers and business men, have chosen to 
serve the purposes of the pirates of fi­
nance. Due to this service of selfishness, 
the savings of thousands of investors have 
slipped away, never to return. In addi­
tion, great corporations and business 
houses that once were thriving and pros­
perous find themselves dishonored, finan­
cially embarrassed, or entirely bankrupt. 
As we stand here today and contemplate 
the ruin, disaster, broken faith, and dis­
couragement that spreads from coast to 
coast, let us be men enough to admit the 
blame properly due to our respective pro­
fessions for the conditions that have para­
lyzed business and palsied the hand of 
industry.
As we contemplate these things, let us 
resolve that never again will your guild 
or mine give tolerance to perfidy, deceit 
and fraud, but will stand for truth, de­
cency and business integrity. In this con­
nection, it is comforting to know that your 
organization believes in competency in ac­
counting, that it wishes to help commerce 
and business and that it stands for com­
mon honesty and honor in the work of its 
membership. For the progress you have 
made in these directions, for what you are 
doing along these lines and for what you 
have in mind, in order to accomplish your 
objectives, I congratulate you and wish 
you well. Here I am moralizing upon the 
work of our respective professions, when 
I was asked to speak upon bankruptcy. 
But gentlemen, in all fairness, have not 
the shortcomings I have suggested con­
tributed to bankruptcy as we know it to 
be? Now, if lawyers, accountants, bank­
ers and certain other persons, have made 
a sad mess of business, it may also be
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truthfully said that Congress, the courts, 
together with the insolvents and their 
creditors have mussed up the administra­
tion of bankrupt estates.
I should like very much to discuss in 
detail the report which has just been 
made, but my engagements have been such 
that I  did not get an opportunity to con­
sider that report until half past one this 
morning. My time in its study has been 
necessarily limited and in what I  have to 
say to you this afternoon I  can barely 
suggest to you some of the things that I 
think might be done to improve the ad­
ministration in bankruptcy. In my opin­
ion, the design and purposes of the bank­
ruptcy law are admirable, and upon the 
whole, it has accomplished much good. 
The law, however, should work much 
better, and it would work much better if 
Congress, some courts and certain lawyers 
were to embrace the idea that the assets 
of a bankrupt estate are to be conserved 
for the benefit of the creditors and are 
not to be used for political favoritism and 
as objects of waste and extravagance. The 
District of New York, the court in which 
I am judge, sincerely attempted to ad­
minister bankruptcy honestly and effi­
ciently and in the interest of creditors. 
The attempt was productive of results in 
which my court and its administrators can 
and do take justifiable pride. Our efforts 
won the commendation of every outstand­
ing business organization in the City of 
New York, but they also attracted the 
criticism of a group of lawyers that was 
organized to fight our system of adminis­
tration. O f the motives and purposes of 
these lawyers, I  shall not speak. It is 
sufficient to say that in the contest that 
ensued, the Congress of the United States 
chose to listen to the plaints of lawyers 
and to close its eyes to the demonstration 
of accomplishment that was laid there 
before it. Hence, my Court is again strug­
gling with bankruptcy as in days of yore, 
and all about us are spread the difficulties 
that in 1929 were productive of scandal. 
As to this also, I  have nothing to say this 
afternoon, but I can point out some im­
provements in bankruptcy that may appeal 
to you and which you may help bring into 
existence.
First of all, let us have one administra­
tion in bankruptcy instead of two or three, 
as is now possible. The State Assignment 
Law may be invoked, by part of the 
creditors. Property may be turned over to 
a relative or to someone who wishes to 
assist the debtor in defrauding creditors. 
A receiver is then appointed in bankruptcy. 
The assignee received his fee under the 
law as it now stands and the receiver must 
have his fees and then a trustee may be 
elected and he and his attorney must re­
ceive their fees. You accountants who 
know what overhead means, can well 
appreciate that any such waste and ex­
travagance as this is not complimentary 
to our intelligence. I f  there would be one 
administration of the estate by the man 
who first takes charge of it, the outcome 
so far as economy is concerned, would be 
twice as good at least as the present 
method of administration. From the stand­
point of theoretical control of the estate 
by creditors, it is my belief that with rela­
tively few exceptions, the price that 
creditors pay for the maintenance of the 
theory of credit control has never been 
and never will be recovered in the practice 
of that theory.
In carrying on the administration of a 
bankrupt’s estate, let us cooperate in plac­
ing a ban upon the operation of dishonest 
trade associations. How many of them in 
this town are there that are entitled to 
respect and confidence? Some of them are 
carried around in the vest pocket of a 
lawyer or someone who wishes not to 
serve the estate and its creditors. They 
have nothing but a selfish motive in their 
minds. Let us endeavor to change the laws 
that now stand so that creditors may vote 
and approve their claims either through 
organizations that are approved by the 
court, and that have a standing before the 
business community or allow the claims to 
be proven through the instrumentality of 
the referee in bankruptcy. In this way ad­
ministrations may be had by persons who 
wish to preserve assets and who are not 
set upon their destruction and dissipation.
Still further, let us make it possible for 
administration to be expedited. W e should 
remove the premiums that are now placed 
upon delays in procedure. Give the court
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power to wreck and to liquidate hopeless 
estates at the earliest possible moment. 
This will save rent, custodian charges, in­
surance and a variety of other avenues 
through which money will run away. It 
will hasten and enlarge dividends to credi­
tors and in 99%  of the cases no possible 
harm will come to the bankrupt. In arriv­
ing at the value of the assets of a bank­
rupt, let us have one appraiser instead of 
three and let this appraiser be a man of 
ability and experience. Still further, as 
soon as bankruptcy comes about let the 
bankrupt’s books be examined by a compe­
tent and trustworthy accountant and let 
this service be performed for a reasonable 
instead of an excessive fee. I f  the exami­
nation shows many immediate steps need 
to be taken to undo the wrong that is 
disclosed and to bring the wrong-doer to 
the bar of a criminal court, let us give 
increased jurisdiction to courts of bank­
ruptcy so as to inquire summarily into 
alleged concealment of assets and into the 
making of preferential payments. As the 
law now stands, and a plenary suit is re­
quired to recover preferences, delays of 
months and sometimes of years necessarily 
must take place whereas, immediately 
upon bankruptcy a referee could inquire 
into whether or not certain payments were 
or were not preferential. The rights of the 
parties would be preserved and bankruptcy 
history would not be a blackened page 
of inefficiency and delay.
Let us make the discharge of bankrupts 
something more than a forum where the 
court must sit and unless it be possible to 
prove that the bankrupt is guilty of a 
crime that will send him to jail, give him 
a discharge. Let us make the cause of 
bankruptcy a possible basis for a denial of 
the discharge of the bankrupt. I f  a man 
has such lack of moral sense as to use 
the property of his creditors in extrava­
gant and wasteful living in betting upon 
horse races and in engaging in other 
gambling devices, I ask you in good con­
science under what obligation is the com­
munity to restore that man to the position 
where he can repeat his performance ? 
Day after day we have cases coming into 
the court where upon no moral basis is a 
bankrupt entitled to his discharge but
nevertheless under the law as it stands, 
the court cannot refuse him. Let me make 
one more suggestion. When an honest man 
has become a bankrupt, let us not put him 
on the street to hold a tin cup before the 
passers-by. Let us change the bankruptcy 
law so that the exemptions of bankrupts 
throughout the country will be uniform, 
and not of forty-eight varieties. Let us 
put a premium, if you will, upon honesty, 
upon the part of a failing debtor. I f  any 
one of you should be unfortunate enough 
to become bankrupt and you saw what 
was impending would you want to turn 
over all of the assets still in your pesses­
sion to your creditors and retain only your 
watch and your clothes and a few little 
odds and ends? The temptation to conceal 
assets is great and human nature is weak 
and those of us who attempt to administer 
the law should have an appreciation of 
the feelings and the motives, the desires, 
and the necessities of those who fail.
Instead of having to prosecute so many 
bankrupts for concealment of assets and 
instead of having to waste estates, or to 
expend the assets of estates in uncovering 
concealed assets, would not the situation 
be improved if under the bankruptcy law, 
an honest bankrupt would share along 
with the creditors in the assets that re­
mained at the time of his failure and that 
the extent of his sharing should be based 
upon the value of the assets that are avail­
able for distribution to his creditors. It 
seems to me that if some such arrange­
ment could be made that men would not 
become so desperate upon their failures 
and that in the last analysis creditors 
would get back a larger percentage of the 
credits that were advanced to the bank­
rupt than they now do.
I regret very much that I  have not had 
an opportunity to go to greater length in 
some of these matters, to argue them with 
you and to discuss them in order that we 
might, if possible, arrive at some con­
clusion that is really worth while and im­
portant. I can assure you that so far as 
my court is concerned, we want to give a 
decent upright, honest, capable administra­
tion of bankruptcy to every person who is 
interested in the affairs of a failing debtor.
( Continued on page  10)
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U .  S .  G o v e r n m e n t  P u b l i c a t i o n s  a s  a n  
A i d  T o  A c c o u n t a n t s
by J . N o r m a n  W e n g e r , Stockton, California
I T  is the habit of many accountants— or accounting firms— to build-up exten­
sive libraries and “data files” of books, 
magazine articles, pamphlets, and any or 
all information obtained from other 
sources on the subject of accounting, eco­
nomics, law, and mathematics. In general, 
however, the majority of these accounting 
libraries do not contain very many of the 
authoritative publications issued by the 
United States Government. The main rea­
son that they are not to be found in these 
libraries is, that the accountants are not 
acquainted with the material available. By 
merely mentioning Government Publica­
tions many accountants—  and others— are 
either frightened or form undue preju­
dices against governmental reports. But 
every day these same accountants follow 
the suggestions, rules, regulations, and 
laws issued and enforced by the three 
branches of our government.
I f  the accountant will “take off a little 
time” and look into the field of govern­
ment publications he will be greatly re­
warded for his time and effort. Here he 
will find publications issued by more than 
500 different agencies, and material relat­
ing to practically every subject.
General accounting methods, cost keep­
ing, results of investigations or surveys 
are just a few of the several items covered.
The Bureau of Mines, for example, has 
issued many bulletins, technical papers, 
reports of investigations, and information 
circulars dealing with mining costs, cost 
systems, and general accounting methods 
used in mining operations. Some of their 
publications dealing with accounting prob­
lems are entitled:
Cost Accounting for Oil Producers. 
Bureau of Mines Bulletin No. 158.
Cost Keeping for Small Metal Mines. 
Bureau of Mines Technical Paper 
No. 250.
A System of Accounts for the Slate 
Industry.
Bureau of Mines Reports of Investi­
gations No. 2971.
A report on accounting methods in the 
Oil and Gas Industry has been made by 
the Bureau of Internal Revenue and issued 
under the title— Manual for the Oil and 
Gas Industry. Report No. 30, 2d Series 
of the U. S. Tariff Commission to the 
House of Representatives contains the cost 
of production of crude petroleum, gas oil 
and fuel oil, gasoline, and lubricating oils 
produced in the United States and speci­
fied foreign countries.
The Range and Variety of Costs of Pro­
duction in the United States— Senate Doc­
ument No. 180, 72d Congress, 2d Session; 
The Production Costs of Copper— Tariff 
Commission Report No. 29, 2d Series; 
The Production Costs of Fresh Vege­
tables— Tariff Commission Report No. 39, 
2d Series; Productivity Costs in the Com­
mon Brick Industry— Department of 
Labor Bulletin No. 356; and The Time 
and Labor Costs in Manufacturing 100 
Pairs of Shoes— Department of Labor 
Bulletin No. 360; contain an analysis and 
methods of arriving at general costs of 
production for the above mentioned items.
The accountant engaged in Federal In­
come T ax W ork is usually acquainted 
with some of the publications of the 
Bureau of Internal Revenue, Treasury De­
partment. This Bureau was created by 
Act of July 1, 1862 as the Office of Com­
missioner of Internal Revenue, but it has 
always been called the Bureau of Internal 
Revenue. Material issued by this Bureau 
contains the most recent information on 
the subject of “Internal Revenue.” With 
the continually changing laws, regulations, 
decisions, interpretations, etc. it makes it 
necessary to keep in close touch with the 
material published by this Bureau. Their 
publications dealing with Federal Taxes 
are :
1. Internal Revenue Laws in Force.
2. Treasury Decisions under Internal
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Revenue Laws, published weekly in 
publication entitled “Treasury Deci­
sions, under Customs, Internal 
Revenue and Other Laws.”
3. Cumulative Bulletins of Income Tax
Rulings.
4. Digest of Income T ax Rulings.
5. Internal Revenue Manual.
6. Regulations.
For Example:
Regulations 77— Income Tax under 
Revenue Act of
1932.
78— Consolidated re­
turns of affiliated 
Corporations —  
Prescribed under 
section 141 (b ) of 
the Revenue Act 
of 1932.
81— Processing tax and 
Compensating tax 
under the Agricul­
tural Adjustment 
Act.
7. Bulletins (Letter Series).
For Exam ple:
Bulletin “B ”— Withholding of in­
come at the source 
and information at 
the source.
“F ”— Depreciation studies 
— preliminary report 
on reasonable rates.
8. Internal Revenue Bulletin (W eekly).
9. Internal Revenue News (Monthly).
10. Citator of Court Decisions and In­
ternal Revenue Treasury Decisions 
published in the Internal Revenue 
Bulletin Service, Regulations, and 
Miscellaneous Office Rulings, Show­
ing the Citations, Amendments, R e­
versals, etc.
The making and use of index numbers 
is discussed and illustrated in Index Num­
bers of Wholesale Prices in the United 
States and Foreign Countries— Bulle­
tin No. 284 of the Bureau of Labor Sta­
tistics, Department of Labor. An Expla­
nation of New Indexes of Wholesale 
Prices of Bureau of Labor Statistics can 
be found in Monthly Labor Review, De­
cember, 1927 pp. 1230-1236, as well as the 
Use o f  Cost-of-Living Figures in Wage 
Adjustments— Monthly Labor Review,
March, 1928 pp. 473-480.
There are several price series issued by 
the Department of Labor. Among the 
more important are— Index Numbers of 
Wholesale Prices on Pre-W ar Base, 1890 
to date; Revised Index Numbers of 
Wholesale Prices, January, 1913 to date; 
Retail Prices, 1890 to date. These data 
are published monthly in the Monthly 
Labor Review and in annual bulletins of 
the Bureau of Labor Statistics.
Current Business statistics are published 
by various bureaus, and any accountant 
that has occasion to need either current 
business statistics or general statistics 
should consult House Document No. 394, 
67th Congress, 2d Session— Statistical 
work, United States Government, or the 
Statistical Work of the National Govern­
ment by L. F . Schmeckebier, published by 
the Johns Hopkins Press (1925). These 
two volumes give an extended discussion 
of the scope and character of the statistical 
output of the United States Government, 
describing in detail the statistical work of 
each bureau and office of the Government 
reported upon.
O f especial interest is a bulletin— How 
to Use Current Business Statistics— “com­
piled in response to the demand from 
business executives for a handbook de­
scribing how business men can make the 
best use of current statistics.” This bul­
letin was issued by the Department of 
Commerce, Bureau of the Census and of­
fers a practical aid in regards to the prob­
lem of statistics.
The application of accounting to agri­
cultural problems is to be found in such 
publications as Farm Budgeting— Farmers’ 
Bulletin No. 1564; System of Farm Cost 
Accounting— Farmers’ Bulletin No. 572; 
Methods of Analyzing Farm Business—  
Farmers’ Bulletin No. 1139; Farm In­
ventories— Farmers’ Bulletin No. 1182; 
and various publications on farm costs, as 
Cost and Methods of Fattening Beef Cat­
tle in the Corn Belt— Technical Bulletin 
No. 2 3 ; Practices and Costs of Cotton- 
Gin Operation in North-Central Texas— 
Technical Bulletin No. 13.
The Business Set-Up of a Co-operative 
Marketing Association— Department Cir­
cular 403 ; Pooling as Practiced by Co­
10 T H E  C E R T IF IE D  P U B L IC  ACCOUN TANT January,
operative Marketing Associations— Mis­
cellaneous Publication No. 14; Agricul­
cultural Cooperation (Legal, Economic, 
and Organization Information) collected 
by Division of Cooperative Marketing, 
Bureau of Agricultural Economics— a bi­
weekly publication; A System of Ac­
counts for Primary Grain Elevators— 
Bulletin No. 362 of the Department of 
Agriculture, are four publications of in­
terest to anyone studying marketing asso­
ciations.
Various Cooperatives have been ana­
lyzed, for example:
An Analysis of the Business of the 
Poultry Producers of Central Cali­
fornia. Agriculture Department Cir­
cular No. 111.
Operating Methods and Expenses of 
Cooperative Citrus-Fruit Marketing 
Agencies. Agricultural Department 
Bulletin No. 1261.
Business Analysis of the Tobacco 
Growers’ Cooperative Association, 
Agriculture Department Circular No. 100.
I f  for no other document the Federal 
Reserve Board should be mentioned for 
its publication Verification of Financial 
Statements, revised (May, 1929) which 
discusses methods of accounting and 
auditing procedure submitted by Federal 
Reserve Board, for consideration of bank­
ers, merchants, manufacturers, auditors, 
and accountants. (This document has been 
rewritten and enlarged by F. W . Thorn­
ton and published by the American Insti­
tute Publishing Company, under the title 
of Financial Examinations. The material 
contained in the bulletin is included as an 
Appendix pp. 219-274.) The Federal R e­
serve Board also publishes a monthly re­
port known as the Federal Reserve Bulle­
tin which contains the regular official an­
nouncements, the national review of busi­
ness conditions, research studies, reviews 
of foreign banking, and complete sta­
tistics showing the condition of Federal 
Reserve Banks and Member Banks.
The Interstate Commerce Commission, 
organized by Act of February 4, 1887, 
has issued reports on the regulation of 
rates, accounts, service, etc., for common 
carriers. Uniform System of Accounts
have been published for W ater Carriers, 
Express Companies, Electric Railways, 
Telephone, Telegraph, and Cable Com­
panies.
The Department of Commerce, through 
its own efforts and contact with various 
Trade Associations and other national 
organizations, has built up one of the most 
complete libraries on both foreign and 
domestic business relating to the United 
States and possessions. The output of 
this department is contained in a pamphlet 
— Publications of the Department of Com­
merce. In addition to the published reports 
the Department of Commerce, as well as 
other Departments, will gladly answer any 
request for information.
To fully appreciate the type, and num­
ber of publications issued by the United 
States Government one should review 
some of the reports themselves and a few 
copies of the various bibliographies or 
general indexes. A  lengthy paper— or in 
fact a book— could be written on this sub­
ject, and anyone interested in pursuing it 
further will find the following books very 
helpful:
United States Government Publications
A. M. Boyd
H. W . Wilson Company (1931).
Federal Departmental Organization and 
Practice
G. C. Thorpe 
Vernon Law Book Company.
Guide to Use of United States Govern­
ment Publications
E. E . Clarke
Boston Book Company (1918).
Bankruptcy
(Continued from  page 7)
I welcome your support. I  recognize and 
applaud the contribution that the account­
ants of a community have made to the 
proper administration of bankruptcy, and 
I commend, too, the interest that you 
manifest in the subject. I f  I may, at any 
time, confer with your committee and 
place at its inspection, my records, my 
ideas, my beliefs, I  shall gladly do it. 
Again, I  thank you for permitting me to 
speak to you this afternoon.
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D e p r e c i a t i o n  A n d  F e d e r a l  T a x e s *
by H e n r y  B. F e r n a l d , C.P.A., New York City
T H E  subject of “Depreciation and Federal Taxes” on which I  have been 
asked to speak naturally resolves itself 
today into a rather specific subject of de­
preciation under Treasury Decision 4422. 
I shall speak accordingly.
This Treasury Decision 4422 (I . R . B . 
X III-1 0  p. 3 ) of Feb. 28, 1934, represents 
an amendment of one Article of all prior 
Treasury Regulations under the Revenue 
Acts of 1921, 1924, 1926, 1928 and 1932. 
Needless to say, it does not, and cannot, 
represent any change in the several income 
tax laws, but is rather in the nature of 
a procedural direction, intended only to 
insure that any allowances approved by the 
Treasury Department for depreciation do 
not go beyond the allowances which have 
been authorized by these laws. The 
Treasury Department, acting within its 
proper field as an executive department to 
discharge the duties imposed on it by law, 
is not warranted in granting more de­
preciation than the law permits, nor is it 
warranted in granting less. It is not author­
ized by any decision which it gives either 
to expand or contract the allowance which 
the law grants to taxpayers. It is author­
ized to determine the reasonable and 
proper measures for discharging the duties 
placed upon it in an honest, impartial and 
efficient manner. But a desire for efficiency 
or a desire for greater revenues is no war­
rant for the Treasury Department to make 
rulings or decisions or adopt a procedure 
which would deny to a taxpayer any 
rights to which he is under the law en­
titled.
Accordingly, in my discussion I  am 
going to assume that the Treasury Depart­
ment intends to act wholly within the law, 
to deal fairly and justly with taxpayers, 
both as to results and as to procedure, and 
that our recent decisions T . D. 4422 and 
Mim. 4170 (I . R . B. X III-1 6 , 2 ) are to
*Address delivered before Washington, D. C. 
Chapter of National Association o f Cost A c­
countants at its November meeting. Printed by 
permission o f N. A . C. A .
be interpreted and applied accordingly.
Since the new rulings involve only a 
single feature in the entire subject, we 
can only see their proper meaning and 
interpretation by some consideration of the 
general situation as to which the law and 
regulations still remain unchanged.
So we shall start with the question 
“What is Depreciation?” then ask “How 
should depreciation be measured ?” and 
then “How is depreciation to be determined 
as a Federal Income T ax Allowance?”
W hat I s  D epreciation?
By derivation depreciation means the 
loss of price. It still has this meaning in 
general use. W e speak often of the depre­
ciation of securities which has come since 
1929, of the depreciation of real estate, 
and otherwise use the word “depreciation” 
generally to signify almost any loss or 
decrease of price or value.
The Revenue Act of 1934 (as preceding 
Acts) does not however use the word with 
this general meaning. In fact it uses the 
word “depreciation” merely as a para­
graph or title heading, whereas the actual 
provision of Section 23 (1 ) is to allow as 
a deduction
“A reasonable allowance for the ex­
haustion, wear and tear of property 
used in the trade or business, including 
a reasonable allowance for obsoles­
cence.”
Similarly, Section 114 (a ) , which is en­
titled “Basis for Depreciation,” reads: 
“The basis upon which exhaustion, 
wear and tear, and obsolescence are to 
be allowed in respect of any property 
shall be the adjusted basis provided in 
section 113 (b ) for the purpose of de­
termining the gain upon the sale or 
other disposition of such property.” 
Section 113 (b ), in stating the adjust­
ments to be made to arrive at the “ad­
justed basis”, includes in Section 113 (b)
(1 ) (B )  and (C ) the proper adjustments 
“for exhaustion, wear and tear, obsoles­
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cence,” etc.
The foregoing references are all to 
the Revenue Act of 1934 and other 
references here given will be to that 
Act unless statement is made to the con­
trary.
In Treasury Regulations and decisions 
the word “depreciation” is frequently 
used, but with this limited meaning, Arti­
cle 201 of Regulations 77 (as in prior 
Regulation) states:
“A  reasonable allowance for the ex­
haustion, wear and tear, and obsoles­
cence of property used in the trade or 
business may be deducted from gross 
income. For convenience such an allow­
ance will usually be referred to as de­
preciation, excluding from the term any 
idea of a mere reduction in market 
value not resulting from exhaustion, 
wear and tear, or obsolescence.”
This Article 201 further specifies: 
“The proper allowance for such de­
preciation of any property used in the 
trade or business is that amount which 
should be set aside for the taxable year 
in accordance with a reasonably consis­
tent plan (not necessarily at a uniform 
rate), whereby the aggregate of the 
amounts so set aside, plus the salvage 
value, will, at the end of the useful life 
of the property in the business, equal 
the basis of the property determined in 
accordance with section 113 and articles 
591-604.”
Furthermore, Article 202 states:
“The necessity for a depreciation 
allowance arises from the fact that cer­
tain property used in the business gradu­
ally aproaches a point where its useful­
ness is exhausted. The allowance should 
be confined to property of this nature. 
In the case of tangible property, it ap­
plies to that which is subject to wear 
and tear, to decay or decline from 
natural causes, to exhaustion, and to 
obsolescence due to the normal progress 
of the art, as where machinery or other 
property must be replaced by a new in­
vention, or due to the inadequacy of the 
property to the growing needs of the 
business. *  *  *  ”
The term “depreciation” used with this 
meaning and applicable to such property
in income tax usage I think we can agree 
is quite in accord with good cost account­
ing use and practice.
I recognize that there has been some 
argument among cost accountants that 
depreciation should be treated from the 
standpoint of a replacement fund, com­
puting it as the amount which would be 
required to replace the existing facilities. 
The income tax law does not accept this 
theory of using an estimated replacement 
cost but rather uses the basis of original 
cost (or the alternative March 1, 1913, 
value, or such other original basis to the 
taxpayer as the income tax law may rec­
ognize in case of gifts, inheritance, reor­
ganizations, etc.). I do not think cost ac­
countants generally have subscribed to this 
replacement fund idea and so I consider 
that the income tax use and application of 
the term “depreciation” is intended to be 
quite in accord with customary good cost 
accounting practice.
W e may then summarize our answer to 
the question of “What is Depreciation?” 
by saying that in customary accounting 
and tax usage, it is the exhaustion, wear 
and tear, or obsolescence of property used 
in the trade or business. Often, however, 
we use the word “depreciation” to mean 
the allowance, deduction or charge for 
such exhaustion, wear and tear, or obso­
lescence, whereby at the end of the useful 
life of the property in the business the 
cost of the property (or other appropriate 
basis) will have been returned through 
such depreciation allowances, with due ac­
count for its remaining salvage value.
H ow  Is  D epreciation to B e  M easured?
I f  we were using the term with its 
broad, general meaning, as a loss of price, 
manifestly the way to measure deprecia­
tion at any time would be to have an ap­
praisal made of the present price of the 
property and to compare this with its orig­
inal cost. (F o r convenience I refer simply 
to cost, but with the understanding that 
for income tax purposes there are other 
bases sometimes properly to be used in 
lieu of cost.) This meaning of “loss of 
price” we have, however, already recog­
nized not that applicable under the income 
tax law or in usual cost accounting prac­
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tice. Accordingly, this basis of price ap­
praisal as compared with original cost is 
not the appropriate basis for the income 
tax or for ordinary cost accounting pur­
poses.
Instead of using such an appraisal basis, 
— which we might refer to as a capital 
value basis—we find it more appropriate 
to use what is analogous to a “rental” or 
“operating charge” theory. In other 
words, our question involved in cost ac­
counting and under our income tax law is 
not one of determining how much loss of 
capital value may have been sustained in 
any year, but rather how much should be 
charged in any period against operations 
or profits as its appropriate share of the 
cost of that property.
This must necessarily be based on an 
estimate, and we recognize that the best 
estimates we may make as to the amount 
chargeable against the operations of any 
year or against any department or any 
unit are not going to be the exact amounts 
which after-knowledge will show should 
be so charged. W e are not gifted with 
omniscience. W e cannot foresee the en­
tire future to know with assurance the 
exact life any property will have, nor can 
we know what is the exact depreciation 
burden which any particular unit of out­
put should stand.
This the law clearly recognizes. While 
it provides for deductions for expenses, 
interest and taxes “paid or incurred,” 
losses “sustained,” and debts “ascertained 
to be worthless and charged off,” it makes 
no attempt to apply any such standards to 
the deduction for depreciation but pro­
vides simply for a “reasonable allowance” 
for exhaustion, wear and tear, and ob­
solescence. This is not expected to be an 
exact determination of actual depreciation 
sustained, which could not be made, but 
is rather to be “a reasonable allowance” 
such as it is practical to make and as is 
quite regularly and usually made.
Granting then that our charges against 
any accounting period must be based on 
estimates, we may note various methods 
which have some reasonable recognition as 
appropriate methods of computing such 
depreciation charges. Among these we 
may mention the following:
I. There are several methods which 
use the period of time as the measure of 
depreciation chargeable. These include:
(a ) T he straight line m ethod, under 
which an equal amount of depreciation is 
to be charged off year by year (or month 
by month) over the estimated probable 
useful life of the property. For conveni­
ence, the time element is usually expressed 
as an annual percentage on original cost. 
This is probably the most commonly used 
method. Under it, for an estimated 20- 
year life, depreciation of 5%  a year would 
be charged; for a 10-year life, 10% a 
year; for a 5-year life, 20%  a year, etc. 
This involves the assumption either that 
depreciation is arising ratably with the 
lapse of time or the assumption that, taken 
on the average in this way, the result will 
be in the long run as fair and reasonable 
as any other method which might be de­
vised for amortizing the property over its 
useful life.
(b ) T he decreasing charge m ethod, 
under which relatively heavy depreciation 
is charged for the first year, gradually de­
creasing in amount, to give a relatively 
low charge in the later years of life of the 
property. This assumes that the greatest 
useful service of the property will come in 
the early years of its life so that even 
though the property may be continued in 
use its benefit to the business is relatively 
less in its later years. A machine, for ex­
ample, is apt to have greater value in use 
in its earlier than in its later years; first, 
because when it is new the cost for repairs 
and upkeep and even possibly its cost of 
operation will be relatively less than they 
will be when it is getting older; second, 
because obsolescence is less imminent in 
the earlier than in the later years. The 
new machine when first installed is prob­
ably the best of its kind and so has its 
greatest value in competitive business, 
whereas in later years it is apt to have a 
lower value in use against other competing 
businesses which may have installed better 
and more economical machines. This 
merges into another argument to the effect 
that a man installs a machine only because 
he considers that he has a very definite use 
for that machine, whereas he may have no 
reasonable assurance that he will have a
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real use for it five or ten years from then, 
even though the machine may remain in a 
quite serviceable condition.
The charging of depreciation in decreas­
ing amounts year by year may be worked 
out in several different ways. There can 
be a definite computation made for the 
particular machine, based on an estimate 
of the probable scale of its usefulness, 
which scale might not represent an entirely 
uniform curve of decrease or it might be 
computed on an arithmetical, geometrical 
or logarithmic decreasing percentage scale 
as might seem in any particular case, or on 
the average, appropriate.
Leake’s “Depreciation and Wasting As­
sets,” London, 1912, page 87, refers to 
various possible curves such as the ver­
tical parabola, the logarithmic curve, the 
ellipse, the horizontal parabola, the cubic 
parabola, etc. Perhaps there may be cases 
where some such involved bases would be 
appropriate, but ordinarily the natural 
margin of error in depreciation computa­
tions is so great that refinements in the 
computation are not required.
Third, there is the simple expedient of 
computing depreciation on decreasing bal­
ances. If , for example, we take a 10% 
rate, this would mean that the first year’s 
charge would be 10% of the original cost; 
the second year’s charge would be 10% 
of the remaining 90% , viz., 9% , etc.
The following table, adapted from 
Leake, indicates the results of such a 
method:
Percent on Decreasing Balances expressed
in term of percentage of original cost
10 12 15 20
per per per per
Y ear cent. cent. cent. cent.
1  ....10. 12. 15. 20.
2  ....9. 10.56 12.75 16.
3  ....8.1 9.29 10.83 12.8
4  ....7.29 8.17 9.21 10.24
5  ....6.56 7.2 7.83 8.2
6  ....5.9 6.34 6.66 6.56
7  ....5.31 5.57 5.65 5.24
8  .... 4.78 4.91 4.81 4.2
9  ....4.3 4.32 4.08 3.36
10 .................... 3.87 3.79 3.48 2.68
Total— F irst 
10 y e a rs ..  65.11 72.15 80.30 89.28
11  ...... 3.49 3.34 2.95 2.14
12  ...... 3.14 2.94 2.5 1.72
13  ...... 2.82 2.59 2.13 1.38
14  ...... 2.54 2.28 1.81 1.1
15  ...... 2.29 2. 1.54 .88
16  ...... 2.06 1.76 1.3 .7
17  ...... 1.85 1.55 1.11 .56
18  ...... 1.67 1.37 .94 .45
19  ...... 1.5 1.2 .81 .36
20  .......1.35 1.06 .69 .29
Total— Second
10 years.. 22.71 20.09 15.78 9.58
Total—20 
years... 87.82 92.24 96.08 98.86
This use of a fixed percentage on de­
creasing balances must, of course, be dis­
tinguished from any plan (such as that of 
the Revenue Acts of 1932 and 1934) 
which contemplates that the remaining un­
depreciated balances remaining at the end 
of any year shall be subjected to the test 
of then-expected future life as against any 
then-unexpired term of the life previously 
estimated. Such a plan only relates to a 
current check against original estimates, 
and has nothing to do with whether depre­
ciation is being computed by a “decreasing 
balances” or other particular method.
(c )  Another method is to charge a lower 
rate of depreciation in the earlier as com­
pared with the later years. One reason 
urged for this is an assumption that ac­
tual deterioration occurs more rapidly in 
the later than in the earlier years. Prop­
erty may suffer little decrease of value in 
use in the first year of its life but suffer 
much higher loss of value in use as it 
comes towards the end of its possible use­
fulness. This might be appropriate if we 
were looking at the matter from the “loss 
of price” basis, but I  cannot feel it is ap­
propriate as a proper basis for a charge 
against operation.
Another reason urged for an increasing 
charge is the “sinking fund” argument but 
I  see no reason for taking into account a 
theoretical sinking fund interest, computed 
on reserves previously set up, but ignoring 
the much larger amount of interest which 
might with equal force be considered as 
running against the original investment.
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I I . There is a method of charging de­
preciation according to unit of output, 
where we can reasonably relate the prob­
able units of output to the life of the ma­
chine or other property. This seems theo­
retically the most correct and, where it 
can be used, is probably the most equitable 
in practice. I f , for example, we know a 
machine would serve to turn out a thou­
sand units of output, it is hard to see a 
fairer method to use than to prorate the 
cost of the machine over each unit of out­
put. Against a period of heavy use of the 
machine a larger amount of depreciation 
would be charged than in a period when 
it was but little used. This seems a right 
and appropriate thing to do. The one 
question in theory that I see regarding the 
use of such unit basis is that it assumes 
that each unit of output will bear its equal 
fair share of the cost. W e know, however, 
that over any long period all units of out­
put will not be equally profitable. Take, 
for example, a machine which cost $1,000 
and which we will assume will have a ser­
vice life of 1,000 units. For convenience 
we will assume that the 1,000 units will be 
produced over a 3-year period; 500 units 
in the first year, on which a profit of 
$2,000 is made before charging deprecia­
tion ; 300 units in the second year, with a 
profit of $300 before depreciation; 200 
units in the third year at a loss of $200 
before deducting depreciation. Manifestly 
we can recover no part of the cost of our 
machine out of the $200 loss. I f  we are 
to make good our investment, we must 
recover it from the years of profit; viz., 
its cost must be recovered out of the 800 
units on which there was a profit. This 
would mean a flat average of $1.25 for 
each of the 800 units. However, we can­
not recover more than $1.00 a unit on the 
300 units on which we only had $300 
available to meet depreciation. The most 
we can say on a backward calculation 
would be that we might apply the entire 
$300 made on the 300 units all to deprecia­
tion and that the other $700 of original 
cost of the machine would have to be re­
covered out of the $2,000 made on the 
profits of the first year. W e can do this 
on a backward computation, but the diffi­
culty in trying to apply it in advance is 
manifestly our lack of knowledge of what
will be the future profits we may earn on 
our output. Sometimes we do run into a 
condition where we can rather clearly see 
such a situation. W e may acquire a ma­
chine for use on a particular contract, well 
recognizing that after that contract has 
been completed we will still have the ma­
chine on hand and may possibly be able 
to use it, but with no thought of ever 
again getting any large profits from its 
use. This is the condition of special tools 
for a particular contract where we often 
recognize that the entire cost should be 
charged against the original job, not car­
rying any part forward as a deferred 
charge against some possible future ben­
efits which we have no real expectation of 
receiving. Except in such a special case as 
this, it seems almost impossible to make 
up any schedule of the actual profit expec­
tation against which depreciation might be 
charged in such a way as to insure our re­
covering the cost of the machine against 
the profits available to meet it.
Reverting then to a cost per unit, I  re­
peat that where it can be adopted I believe 
it is the fairest measure, but the difficulty 
is to determine what will be the probable 
total number of units over which deprecia­
tion should be spread. Needless to say, 
however excellent the method may be, it 
loses its excellence if it must start with a 
purely arbitrary assumption as to the 
probable number of units over which cost 
should be spread.
I I I .  Another method which may prop­
erly be used at times, particularly on spe­
cial machinery, is that of engineering in­
spection to determine as to particular ma­
chines what is the reasonable allowance 
for the exhaustion, wear and tear, and ob­
solescence sustained. This method may 
be subject to great abuse. It is no more 
reliable than the people who make the 
determinations. It should not be made as 
a post-determination of facts, from which 
argument will be made that prior estimates 
were erroneous. It may give false conclu­
sions as to average rates, if it looks only 
at existing property and ignores all which 
has previously gone out of service. For 
example, we may have 10 machines still 
in service after 20 years, but this is no ar­
gument for a 5% depreciation rate on that
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class of machinery, if these 10 machines 
are the remainder of an original 30 ma­
chines, of which 20 went out of service 
with from 8 to 12 years’ use. At times, 
however, particularly as to specialized ma­
chines, and when made at the end of a 
year, it may be fairer and better in its re­
sults than any application of a percentage 
or other fixed formula.
Let me here say that the Treasury De­
partment under its regulations gives defi­
nite recognition to the straight line method 
of determining depreciation at an equal 
amount year by year over the estimated 
useful life. It also gives definite recogni­
tion to depreciation on a unit method, 
where the units can be reasonably deter­
mined. I believe it has also given some 
qualified recognition to depreciation by a 
percentage on decreasing balances, where 
it could be shown there was real warrant 
for using such method. I do not think it 
has given any recognition to depreciation 
on an estimated profits basis excepting 
only as it has allowed tools, patterns and 
special machinery to be charged against a 
particular contract or seasonal output 
when it appeared that there was no prob­
ability of any further profitable use for 
such property.
I have already referred to the difficulty 
of trying to measure depreciation based 
on units of output. I shall not try to dis­
cuss how and when it may be possible to 
make such a reasonable determination of 
probable units as would warrant the adop­
tion of the estimate for depreciation per 
unit. Sometimes it may be warranted for 
special machinery in a plant even though 
other machinery in the plant might be on 
a time basis.
Passing then to the determination of the 
time factor of probable useful life, we 
have various tables which have been pre­
pared— one by the Treasury Department 
in its Bulletin “F ” of January, 1931, others 
in various accounting and engineering 
books and in tax services, etc. The most 
that can be said for any of these tabula­
tions is that they represent what might 
under normal conditions be considered a 
fair average. Of course, that in itself 
means that in any case in which conditions 
differ from those under which the tabu­
lated figures would be applicable, then
there must be appropriate modification 
made to accord with the facts in that par­
ticular case. Conditions of usage, climate 
and various other factors may all enter 
into a determination of the probable useful 
life which any property might have. In 
most cases, however, it is probably not the 
actual wear and tear, exposure to the ele­
ments or any other factor limiting the 
physical life of property which determines 
the length of its useful life. It is rather 
a question of progress of the art, demand 
for the product, and other questions which, 
apart from physical life, will bear on the 
question of how long the useful life will 
be before the property becomes obsolete 
as to its use in the business of the tax­
payer. This decline in value may all be 
included in the expression “obsolescence.”
Obsolescence means “becoming obso­
lete.” I think that far more property goes 
out of service because it has become obso­
lete than because of actual wear or tear, 
breakage or other accident. Sometimes 
property becomes so suddenly and com­
pletely obsolete that we have no difficulty 
in clearly marking the time. A new ma­
chine may suddenly be brought out which 
is such a great improvement that there is 
no longer any use for the old and it must 
simply be scrapped. In another case there 
may be a change in manufacturing meth­
ods or in product such that the present 
manufacturer has no further use for the 
machine. In the one case we will assume 
that no one else would have any use for 
this particular machine so it has no resale 
value except merely for scrap. In the 
other case there may or may not be a pos­
sible chance for resale. Then there are 
the cases where the old machine goes out 
of service to give place to one of greater 
capacity, and in such cases also may either 
be sold or may go to the scrap pile. In 
each of these cases there will be the clear 
recognition that the old machine has be­
come obsolete, no longer appropriate for 
the use for which it was acquired and so 
far as its original owner was concerned is 
obsolete, even though possibly it may be 
sold to someone else to whom it may have 
a real value.
Here we may refer to another case, not 
so clear, where the property, obsolete so
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far as concerns its use for its original 
purpose, may still be retained for some 
more limited and less valuable purpose. 
Perhaps it will be kept as a mere stand-by 
machine with the thought that as a stand­
by it may be worth more than could be 
obtained from its resale (or perhaps the 
manufacturer does not want to sell it and 
have it thus fall into the hands of one of 
his competitors). Perhaps the old ma­
chine may pass to some subsidiary use, as 
the once-proud passenger locomotive con­
verted into a yard engine. The machine 
is no less obsolete so far as concerns its 
original use merely because its owner may 
still retain it for some possible residual 
value it may have.
In each of these cases, of course, the 
ideal situation is that before the property 
became obsolete its owner should have re­
covered through charges against opera­
tions the original cost of the property, less 
its residual value. I f  he has not done so, 
then we will have a loss to appear when 
the property has become obsolete. The 
principal difficulty is in being wise enough 
to foresee when any particular property 
will become obsolete. Sometimes the im­
provement in machinery, the change in 
manufacturing methods or demand for 
product is so sudden that we can quite 
readily say that the change from a useful, 
valuable machine to one which is obsolete 
has all come within the current year. In 
other cases, the change has come so gradu­
ally that it is exceedingly difficult to point 
out the particular period over which we 
should consider obsolescence to accrue. 
We may know that from the time we first 
put the machine in use, its usefulness is 
probably going to be term inated by  those 
recognizable forces of progress of the art, 
changes in methods and demand for 
product.
I  cannot try here to discuss just how 
we may measure and establish the appro­
priate allowance for obsolescence. I  want 
simply to emphasize what an important 
element it is in determining a reasonable 
allowance for depreciation.
To my mind there is no essential differ­
ence in saying that depreciation shall in­
clude “a reasonable allowance for obso­
lescence,” as stated in Section 23 (k ) of 
the Act, and in saying that “depreciation
should be recovered over the useful life 
of the property in the business,” as is 
stated in Article 201 of Regulations 77. 
The useful life of the property in the busi­
ness will, of course, be that before it be­
comes obsolete. I  think we all as cost 
accountants will subscribe to the standard 
set up by Article 201 for depreciation al­
lowances to be set aside “in accordance 
with a reasonably consistent plan *  *  * 
whereby the aggregate of the amounts so 
set aside, plus the salvage value, will, at 
the end of the useful life of the property 
in the business, equal the basis of the 
property.” I f  this is done we shall have 
included in such depreciation the reason­
able allowance for obsolescence.
The difficulty seems to come when we 
turn to the special rule given in Regula­
tions 77, Article 206, regarding obsoles­
cence, as follows:
“W ith respect to physical property the 
whole or any portion of which is clearly 
shown by the taxpayer as being affected 
by economic conditions that will result 
in its being abandoned at a future date 
prior to the end of its normal useful 
life, so that depreciation deductions 
alone are insufficient to return the cost 
or other basis at the end of its economic 
term of usefulness, a reasonable deduc­
tion for obsolescence, in addition to de­
preciation, may be allowed in accord­
ance with the facts obtaining with re­
spect to each item of property concern­
ing which a claim for obsolescence is 
made. No deduction for obsolescence 
will be permitted merely because, in the 
opinion of a taxpayer, the property may 
become obsolete at some later date. 
This allowance will be confined to such 
portion of the property on which obso­
lescence is definitely shown to be sus­
tained and can not be held applicable to 
an entire property unless all portions 
thereof are affected by the conditions to 
which obsolescence is found to be due.”
You will note that this article refers to 
“a reasonable deduction for obsolescence, 
in addition to depreciation,” whereas the 
law and Article 201 of the Regulations 
refer to depreciation as including obsoles­
cence. This Article 206 also refers to 
“normal useful life” and we must then
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consider that the word depreciation as 
here used refers to depreciation on the 
basis of normal useful life.
The important feature of this article 
seems to be that the allowance for obso­
lescence is only to be made when there can 
be a rather definite showing that the prop­
erty is actually becoming obsolete.
I do not believe that this article means, 
or was intended to mean, that the ordinary 
depreciation computations are to be made 
on the assumption of probable useful life 
which would completely ignore any pos­
sible progress of the art, change in meth­
od or demand for product.
Rather than to express my own opinion, 
let me quote from Mr. Justice Butler in 
v. Loewers Gambrinus Brewery Co. v. 
Anderson (282 U .S. 638—9 A F T R  976) :
“The cost of plant depreciation, i. e., 
exhaustion, wear, tear, and obsolescence, 
is a part of operating expenses necessary 
to carry on a manufacturing business. 
The gain or loss in any year cannot be 
rightly ascertained without taking into 
account the amount of such cost that is 
justly attributable to that period of time.
“The history of section 234 ( a ) (7 )  
discloses a legislative purpose that the 
amount reasonably attributable to each 
year on account of obsolescence of tan­
gible property used in the taxpayer’s 
business is to be taken into account in 
ascertaining his taxable income. The 
excise tax act of 1909 permitted the de­
duction of ‘a reasonable allowance for 
depreciation of property, if any.’ Regu­
lations of the Treasury Department con­
strued the provision to mean the loss in 
value ‘that arises from exhaustion, wear 
and tear, or obsolescence out of the uses 
to which the property is put.’ The Rev­
enue Act of 1913 provided for a ‘rea­
sonable allowance for depreciation by 
use, wear and tear of property, if any.’ 
The Regulations provided for a deduc­
tion for depreciation in the value of the 
property ‘that arises from exhaustion, 
wear and tear, or obsolescence out of 
the uses to which the property is put.’ 
The Revenue Act of 1916 dropped the 
word ‘depreciation’ and permitted ‘a rea­
sonable allowance for the exhaustion, 
wear and tear of property arising out 
of its use or employment in the business
or trade.’ Under that provision no de­
duction on account of obsolescence was 
allowed, except for the ‘withdrawal 
from use of the obsolete property.’ The 
House draft of the act of 1918 provided 
for an allowance for exhaustion, wear, 
and tear. It did not expressly refer to 
depreciation or obsolescence. The Sen­
ate amended by substituting ‘deprecia­
tion’ for ‘exhaustion, wear and tear.’ In 
conference, that word was taken out, 
and the provision was made to read as 
it now stands, ‘a reasonable allowance 
for the exhaustion, wear and tear of 
property used in the trade or business, 
including a reasonable allowance for 
obsolescence.’
“None of the acts made any classifi­
cation based on the causes from which 
obsolescence results. And, as the sole 
purpose is to arrive at the net income 
subject to taxation, it is clear that such 
a discrimination could not reasonably or 
justly be made. Section 234 (a) (7 ) 
and other provisions of the same sub­
stance have been generally, if not uni­
formly, held to apply to obsolescence of 
tangible property, whatever its cause, 
where the amount fairly attributable to 
the tax year has been shown. There is 
nothing in the language of the statute 
or the circumstances of its enactment to 
suggest that Congress intended that the 
taxable incomes of brewers should not 
be arrived at according to the rules that 
govern taxable incomes of others.
“The government also insists that in 
any event there was no obsolescence in 
plaintiff’s buildings in 1918 or 1919, be­
cause, from its very nature, obsolescence 
begins only when there is a reasonable 
certainty that the property will become 
obsolete.
“The statute contemplates annual al­
lowance for obsolescence just as it does 
for exhaustion, wear and tear. That is 
necessary in order to determine true 
gain or loss because postponement of 
deductions to cover obsolescence until 
the property involved became obsolete 
would distort annual income. It is well 
understood that exhaustion, wear, tear, 
or obsolescence cannot be accurately 
measured as it progresses, and undoubt­
edly it was for that reason that the
1935 T H E  C E R T IF IE D  P U B L IC  ACCOUN TANT 19
statute authorized ‘reasonable’ allow­
ances to cover them in order equably to 
spread that element of operating ex­
penses through the years. The findings 
of fact show that the imminence of pro­
hibition became known in January of 
1918 and that it took effect in January 
of 1920. The court found that, although 
they were subsequently used to a small 
extent in the manufacture of non-intoxi­
cating beverages, plaintiff’s buildings 
had no salvage value when prohibition 
took effect. Undoubtedly it was obvi­
ous from the beginning of that period 
that buildings not commercially adapt­
able to any use other than brewing in­
toxicating liquor would suffer obsoles­
cence because of the destruction of that 
business.”
Again, in Burnet v. Niagara Falls Brew­
ing Co. et al (282 U .S. 648—9 A F T R  
978), Mr. Justice Butler states:
“The government argues that obso­
lescence is the state of becoming obso­
lete, that property is obsolete when it is 
no longer useful for the purpose for 
which it was acquired, and cannot be 
used for any other purpose, and that 
obsolescence begins only when there is a 
reasonable certainty that the property 
will become obsolete. And, further, 
that there is no finding that at any time 
during the taxable years in question it 
became apparent that the property would 
become obsolete, and that no inference 
to that effect can properly be drawn 
from the facts found.
“In the solution of the problem here 
presented, no general or comprehensive 
definition of ‘obsolescence’ is necessary. 
The word is much used, and its meaning 
depends upon and varies with the con­
nections in which it is employed. It has 
been said to be ‘the condition or process 
by which units gradually cease to be 
useful or profitable as a part of the 
property, on account of changed condi­
tions.’ Obsolescence is not necessarily 
confined to particular elements or parts 
of a plant; the whole may become obso­
lete. Obsolescence may arise as the re­
sult of laws regulating or forbidding the 
particular use of the property as well 
as from changes in the art, the shifting
of business centers, loss of trade, inade­
quacy, or other causes.
“We are here concerned with the 
meaning of obsolescence as used in the 
above-quoted clause of the taxing act. 
Clearly the statute contemplates that, 
where warranted by the facts, the tax­
payer shall have the benefit of, and in 
making his return may deduct in each 
year, a reasonable allowance to cover 
obsolescence of the tangible property. 
And that is in accord with sound prin­
ciples of accounting. Cf. Kansas City 
So. Ry. v. United States, 231 U.S. 423, 
451, 34 S. Ct. 125, 58 L. Ed. 296, 52 
L. R. A. (N .S .) 1, Pacific Gas Co. v. 
City and County of San Francisco, 265 
U. S. 403, 415, 44 S. Ct. 537, 68 L. Ed. 
1075. The provision is general, and ap­
plied alike to all taxpayers; its purpose 
is to guide the ascertainment of taxable 
income in each year. It is a familiar 
rule that tax laws are to be liberally con­
structed in favor of taxpayers. Farmers 
Loan Co. v. Minnesota, 280 U. S. 204, 
212, 50 S. Ct. 98, 74 L. Ed. 371; Bowers 
v. N. Y . & Albany Co., 273 U. S. 346, 
350, 47 S. Ct. 389, 71 L. Ed. 676; United 
States v. Merriam, 263 U. S. 179, 188, 
44 S. Ct. 69, 68 L. Ed. 240, 29 A. L. R. 
1547; Shwab v. Doyle, 258 U. S. 529, 
536, 42 S. Ct. 391, 66 L. Ed. 747, 26 A. 
L. R. 1454; Eidman v. Martinez, 184 U. 
S. 578, 583, 22 S. Ct. 515, 46 L. Ed. 697.
“It would be unreasonable and violate 
that canon of construction to put upon 
the taxpayer the burden of proving to a 
reasonable certainty the existence and 
amount of obsolescence. Such weight 
of evidence as would reasonably support 
a verdict for a plaintiff in an ordinary 
action for the recovery of money fairly 
may be deemed sufficient. Neither the 
cost of obsolescence nor of accruing ex­
haustion, wear, and tear that is properly 
chargeable in any period of time can be 
measured accurately. A reasonable ap­
proximation of the amount that fairly 
may be included in the accounts of any 
year is all that is required. In determin­
ing the proper deduction for obsoles­
cence, there is to be taken into consid­
eration the amount probably recoverable, 
at the end of its service, by putting the
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property to another use or by selling it 
as scrap or otherwise. There is no hard 
and fast rule, as suggested by the gov­
ernment, that a taxpayer must show that 
his property will be scrapped or cease 
to be used or useful for any purpose, 
before any allowance may be made for 
obsolescence.
“There is no claim that, if allowable 
at all, the amounts deducted were ex­
cessive or that they were not properly 
allocated as between the two years in 
question. The rapid advance towards 
prohibition prior to and in 1917 was 
sufficient to warn one engaged in brew­
ing beer that his business would prob­
ably be brought to an end at an early 
date. In January, 1919, before the tax 
return for 1918 was due, prohibition 
was established to take effect one year 
later. The facts found show that in the 
early part of 1918 the company was 
abundantly justified in concluding that 
upon the taking effect of prohibition it 
must cease to use its brewery for mak­
ing beer.
“It was then warranted in concluding 
that the period of obsolescence com­
menced about the first of 1918 and 
would end upon the taking effect of pro­
hibition. The fact that prohibition 
would put all the breweries out of busi­
ness is enough to show that it would be 
practically impossible to sell such prop­
erties or find other uses to which they 
profitably could be put. Due to pro­
hibition, the diminution in value of the 
company’s property in 1918 and 1919 
was about twice as much as the total of 
all sums deducted to cover obsolescence 
in those years. In that period over 80 
per cent of the 1917 value of its lands, 
buildings, and equipment disappeared. 
Notwithstanding diligent efforts, the 
property could not be put to any profit­
able use or sold for more than a fraction 
of its value in 1917. The rents realized 
under a short term lease renewed from 
time to time for more than five years 
amounted to less than 1½ per cent of 
such value.
“The facts found clearly show that 
obsolescence commenced about the be­
ginning of 1918, and that the property
became obsolete upon the taking effect 
of prohibition in January, 1920. The 
company was unable to find any profit­
able use to which the property could be 
put. The sums received on the sale and 
as rents constituted mere salvage.”
Note in these decisions that the Court 
states the rule that “tax laws are to be 
liberally construed in favor of taxpayers” ; 
that it would be unreasonable “to put upon 
the taxpayer the burden of proving to a 
reasonable certainty the existence and 
amount of obsolescence” ; and that “a rea­
sonable approximation of the amount that 
fairly may be included in the accounts of 
any year is all that is required.” Note also 
that while it states “the statute contem­
plates annual allowance for obsolescence 
just as it does for exhaustion, wear and 
tear” and that “postponement of deduc­
tions to cover obsolescence until the prop­
erty involved became obsolete would dis­
tort annual income,” yet in these two brew­
ery cases it makes the special allowance 
for obsolescence due to the imminence of 
prohibition start with 1918.
Let me further quote from Georgia, 
Florida & Alabama Railroad Company (31 
B T A — No. 1) where the Board states in 
part:
“W e do know from the evidence that 
for many years it has been known that 
the cars in question were becoming ob­
solete. Obsolescence is deductible over 
the period of obsolescence. Loewers 
Gambrinus Brewery Co. v. Anderson,
282 U .S. 638. It  appears here that the 
obsolescence period extended over an 
undisclosed number of years prior to 
1927. Thus an undisclosed portion of 
the amount here claimed by the peti­
tioner as depreciation was sustained in 
prior years as obsolescence. From the 
evidence we can not determine what 
portion of the obsolescence was sus­
tained in the year in question.” 
Accordingly, then, as I understand these 
and other decisions, they hold that obso­
lescence is properly allowable year by year 
if there is reasonable ground for taking it 
into account; that the law intends that ob­
solescence as well as exhaustion, wear and 
tear should be spread as equitably as pos­
sible over the years of use; that no unrea­
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sonable standard of proof is to be placed 
on the taxpayer but “a reasonable approxi­
mation * * * is all that is required.”
I realize that in quoting these decisions 
for what they contained as to how depre­
ciation should be measured, I have been 
passing to the next division of this subject, 
as I shall now more specifically do.
H ow  Is  D epreciation to B e  D eterm ined  
A s a F edera l Incom e T ax  Allow ance?
First we may note that there was no 
change made in the Revenue Act of 1934 
in the provision of Section 23 (1 )  which 
provides for “A reasonable allowance for 
the exhaustion, wear and tear of property 
used in the trade or business, including a 
reasonable allowance for obsolescence.” 
That provision stands as it has stood for 
years. I think I need not try to supple­
ment Mr. Justice Butler’s discussion of it 
in the Gambrinus and Niagara cases 
(supra). While these decisions were 
under the 1918 Act, I think the principles 
he sets forth and the interpretations he 
makes are equally applicable to the 1934 
Act.
There was, however, a somewhat impor­
tant change made in the 1932 Act and car­
ried forward into the 1934 Act with re­
gard to the manner in which depreciation 
computations are to be made.
Prior to 1932 the Revenue Acts had for 
many years provided, as in Section 114 of 
the 1928 Act, that—
“The basis upon which exhaustion, 
wear and tear, and obsolescence are to 
be allowed in respect of any property 
shall be the same as is provided in sec­
tion 113 for the purpose of determining 
the gain or loss upon the sale or other 
disposition of such property.”
Section 113 had provided that the basis 
for the property should be its cost except 
in special cases of gifts, inheritance, tax- 
free reorganizations, property acquired be­
fore March 1, 1913, etc. There was then 
good ground to say that for any year de­
preciation should be computed on a basis 
of the cost or other basis as provided in 
Section 113 regardless of the fact that 
Section 111 (b ) (2 )  had provided that in 
computing gain or loss the basis should be 
diminished by depreciation, etc., which had
previously “been allowable in respect of 
such property under this Act or prior in­
come tax laws.” It has not been an un­
usual feature of our tax laws and decisions 
to hold that if error was made in one year 
it should not be carried forward to affect 
a subsequent year, but the taxable income 
of each year should be determined on its 
own proper basis. The fact that allow­
ances, as for bad debts or expenses, were 
not taken in one year was no warrant for 
them to be taken in any subsequent year. 
Even in computing gain or loss it will be 
noted that the rule of Section 111 was that 
the basis should be diminished by the de­
preciation “allowable” in prior years. I f  
in any year the depreciation deduction has 
been allowed in excess of that which was 
properly allowable, such excess was under 
Section 111 to be disregarded in any sub­
sequent computation of gain or loss. On 
the other hand, even though the taxpayer 
might not have claimed, or the Commis­
sioner might not have allowed, the full 
deduction for depreciation which was then 
properly allowable, this fact likewise was 
to be ignored under Section 111 and the 
gain or loss computation was to take into 
account the depreciation allowable.
The 1924 Act, in Section 202 (b ), had 
provided that in a gain or loss computation 
the basis should be diminished by deprecia­
tion “previously allowed with respect to 
such property.” It was, however, found 
that in some cases taxpayers had failed to 
deduct, and the Commissioner had failed 
to allow, all the depreciation which was 
really allowable, and it was felt that in 
some cases taxpayers were deliberately 
failing to claim all the depreciation they 
were entitled to in years when the depre­
ciation would give them no tax advantage, 
and then under this provision of the 1924 
Act the smaller depreciation deductions 
previously made would give a higher re­
maining basis for the property than they 
would otherwise have had and a smaller 
taxable income on sale of the property. 
To meet such a condition, the wording of 
the 1926 Act was amended so that the re­
quired adjustment should be for deprecia­
tion “allowable.” This, as above noted, 
would mean that the taxpayer who might 
in prior years not have claimed or been
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allowed the full depreciation he was en­
titled to, would nevertheless have it 
charged against him in any gain or loss 
computation, whereas the taxpayer who 
might have received a deduction of more 
than he was entitled to would have this 
considered simply a prior year’s error 
which was not to be given any effect in a 
present computation.
There was the further question, how­
ever, as to whether the provisions of Sec­
tion 111 of the 1928 Act (or Section 202 
of prior Acts) had any bearing whatever 
on depreciation computations because Sec­
tion 114 referred specifically to the basis 
prescribed in Section 113 and made no 
reference to Section 111. Even though in 
any ordinary year the proper computation 
of that year’s depreciation directly on an 
original cost basis would in effect be a 
computation which would take into ac­
count the depreciation properly allowable 
for prior years, there was sometimes the 
question as to how long depreciation might 
be continued. The Bureau held that in 
no case could the total allowances for de­
preciation exceed the original base for the 
property, and this regardless of the provi­
sions of Section 111. In other words, if a 
taxpayer had started with a 10% deprecia­
tion which he continued for five years, 
and then was subject to a decision that 
depreciation should only have been on a 
5%  a year basis, he might continue to re­
ceive his 5%  depreciation from the sixth 
year on until the fifteenth year (conditions 
remaining unchanged), when the property 
would have been 100% depreciated, after 
which the Department would consider no 
further depreciation was allowable. How­
ever, Section 111, if it were applicable, 
would seem to indicate that prior over­
allowances were simply to be ignored and 
all that need be taken into account in any 
one year was the amount of depreciation 
properly allowable in prior years. On this 
basis, the taxpayer could well urge that 
even though he had had a 50% deprecia­
tion allowance in the first five years, he 
was nevertheless entitled to continue for 
another fifteen years to receive the 5% 
properly allowable until in the end he 
would have had actual deductions aggre­
gating 125%.
There were also certain other questions
raised as to the appropriate depreciation 
base in case of transfers of property, etc. 
All of these resulted in a general restate­
ment in the 1932 Act of the basis on which 
depreciation in any year should be com­
puted, along the following lines:
First, Section 113 was revised to state 
“ (a ) Basis (Unadjusted) of Property” 
which in general was the same or substan­
tially the same as the similar provisions of 
prior A cts; “ (b ) Adjusted Basis,” which 
was the result of applying against the un­
adjusted basis the various adjustments set 
forth in Section 113 (b ) (1 ) or the so- 
called “Substituted Basis” in case of tax- 
free transfers, etc., as set forth in Section 
113 (b ) (2 ) .
Then Section 114 (a ) was amended to 
provide that the basis upon which depre­
ciation was to be allowed should be “the 
adjusted basis provided in section 113 
( b ) .”
The adjustments thus provided in Sec­
tion 113 (b ) of the new Act were along 
the lines of those which had been provided 
for in Section 111 of the prior Act, al­
though with some substantial changes. 
There could, therefore, be no question that 
under the 1932 Act the prescribed adjust­
ments on account of depreciation for prior 
years were to be taken into account in 
computing the reasonable allowance for 
depreciation as well as for computing gain 
or loss on sale or other disposition of the 
property. I f  this had merely been a rear­
rangement of the provisions of the prior 
Act, with no change in their substance, 
and if the legislative history so warranted, 
it might have been urged that this change 
in the 1932 Act was merely interpretive 
of the intention of prior Acts, or in other 
words that Congress simply intended by 
the 1932 Act to set forth the manner in 
which it had intended prior Acts to be 
interpreted. However, the changes made 
in stating these adjustments are too sub­
stantial in character to admit of an argu­
ment that they are simply interpretive of 
prior Acts. Furthermore, the legislative 
history does not seem to warrant such a 
conclusion.
Among the changes made in stating 
these adjustments in Section 113 (b ) as 
compared with the provisions of Section 
111 of the prior Act, is that with regard
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to depreciation. The new provision in 
Section 113 (b ) (1 ) (B )  requires adjust­
ment “in respect of any period since Feb­
ruary 28, 1913, for exhaustion, wear and 
tear, obsolescence, amortization, and de­
pletion, to the extent allowed (but not less 
than the amount allowable) under this Act 
or prior income tax laws.” The further 
provisions in Section 113 (b ) (1 ) (C ) for 
adjustment “in respect of any period prior 
to March 1, 1913, for exhaustion, wear 
and tear, obsolescence, amortization, and 
depletion, to the extent sustained” is no 
substantial change from the wording of 
Section 111 of the prior Act.
As to the reasons for this change, the 
Senate Finance Committee in Report No. 
665, May 9, 1932, repeats on page 29 the 
same explanation which had been given by 
the Ways and Means Committee, as fol­
lows :
“In subparagraph ( B ) ,  relating to 
depreciation, etc., for the period since 
February 28, 1913, the bill requires that 
adjustment to be made ‘to the extent al­
lowed (but not less than the amount al­
lowable)’ instead of ‘by the amount * * * 
allowable’ as in the prior act. The 
Treasury has frequently encountered 
cases where a taxpayer who has taken 
and been allowed depreciation deduc­
tions at a certain rate consistently over 
a period of years, later finds it to his 
advantage to claim that the allowances 
so made to him were excessive and that 
the amounts which were in fact ‘allow­
able’ were much less. By this time the 
Government may be barred from col­
lecting the additional taxes which would 
be due for the prior years upon the 
strength of the taxpayer’s present con­
tentions. The Treasury is obliged to 
rely very largely upon the good faith 
and judgment of the taxpayer in the 
determination of the allowances for de­
preciation, since these are primarily 
matters of judgment and are governed 
by facts particularly within the knowl­
edge of the taxpayer, and the Treasury 
should not be penalized for having ap­
proved the taxpayer’s deductions. While 
the committee does not regard the exist­
ing law as countenancing any such in­
equitable results, it believes the new bill
should specifically preclude any such 
possibility.”
Some of us on reading this provision in 
the pending bill had been afraid that this 
did not give to the taxpayer the protection 
he should have against arbitrary and un­
reasonable action by the Treasury Depart­
ment. W e were afraid that the Depart­
ment might consider this new wording to 
permit it, after it had made disallowances 
in one or more years or by its rulings had 
held taxpayers down to relatively low 
amounts, then to proceed to make a finding 
that more depreciation really had been al­
lowable in such past year and, by charging 
it back against the taxpayer, reduce the 
allowances which the taxpayer might re­
ceive in the future. We were assured that 
no such possibility existed, but to make 
clear the Congressional intention in this 
matter, the following provision was added 
in the Finance Committee’s report:
“Your committee has not thought it 
necessary to include any express provi­
sion against retroactive adjustments of 
depreciation on the part of the Treasury 
as the regulations of the Treasury seem 
adequate to protect the interests of tax­
payers in such cases. These regulations 
require the depreciation allowances to be 
made from year to year in accordance 
with the then known facts and do not 
permit a retroactive change in these al­
lowances by reason of the facts developed 
or ascertained after the years for which 
such allowances are made.”
We may here quote from Article 205 of 
Treasury Regulations 74 (which were the 
regulations in effect at the time this state­
ment of the Finance Committee was made 
but are now amended by T . D. 4422) : 
“The reasonableness of any claim for 
depreciation shall be determined upon 
the conditions known to exist at the 
end of the period for which the return 
is made. I f  it develops that the useful 
life of the property will be longer or 
shorter than the useful life as originally 
estim ated  under all the then known 
facts, the portion of the cost or other 
basis of the property not already pro­
vided for through depreciation allow­
able determined in accordance with the 
useful life of the property as originally
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estimated, should be spread over the re­
maining useful life of the property as 
reestimated in the light of the subse­
quent facts, and depreciation deductions 
taken accordingly.”
These provisions were continued with­
out change in Regulations 77  under the 
Revenue Act of 1932. Change was not 
even made to introduce the new phrase of 
Section 113 (b ) (1 ) (B )  as to deprecia­
tion “allowed (but not less than the 
amount allowable)” it evidently being con­
sidered that this feature was adequately 
cared for under Section 605 of the new 
regulations.
The important feature to be noted is 
that these regulations fully recognized the 
intent of Congress that taxpayers should 
be protected against any retroactive change 
of allowances by the Treasury Department 
“by reason of the facts developed or as­
certained after the years for which such 
allowances are made.” I  do not believe 
this can be construed to give the taxpayer 
any protection in case of fraud or misrep­
resentation, but I do believe that Congress 
intended, and the then regulations contem­
plated, that where depreciation had been 
reasonably determined upon conditions 
then known to exist such depreciation 
should be considered as the depreciation 
allowable under such law. Furthermore, 
I  believe that when depreciation granted 
has been in accord with the law and regu­
lations as they existed for any prior year, 
it was not the intent of Congress that sub­
sequent regulations should be adopted 
under which different amounts should be 
determined as having then been allowable 
when such action would be to the detri­
ment of the taxpayer.
Now let us look at what happened with 
respect to the 1934 Act.
First there was the report of a subcom­
mittee of the Committee on Ways and 
Means of the House, dated December 4,
1933, which made a proposal that the de­
preciation allowed under Section 23 (k ) 
of the 1932 Act should be reduced by 25%  
for a period of three years. Much protest 
was made before the House Committee to 
any such proposal to grant to taxpayers 
75%  of a reasonable allowance.
The Treasury Department, in its state­
ment to the Ways and Means Committee, 
by Henry Morgenthau, Jr ., then Acting 
Secretary of the Treasury, also took a 
strong position against it as follows:
“The depreciation and depletion de­
ductions are intended to remove from 
gross income such amounts as in fact 
represent a return to the taxpayer of a 
portion of his capital investment. I f  no 
such deduction is allowed, the taxpayer 
can contend with much force that he is 
in reality subjected to a capital tax in 
the guise of an income tax. Deductions 
for depreciation and depletion are fun­
damentally the same in character as de­
ductions for the cost of goods sold in 
the case of a merchant. Consequently, 
the Treasury doubts the wisdom of the 
proposal to limit such deductions to 75 
per cent of the amount actually sus­
tained, not only because of its doubtful 
constitutionality, but because of its in­
herent unfairness. A taxpayer who did 
not provide for depreciation of assets 
used in his business could not long re­
main in business and the income tax 
should be levied on the assumption that 
he will provide for such depreciation. 
Moreover, in a period of rising prices, 
depreciation reserves are more apt to be 
insufficient to provide for replacements, 
than excessive. I f  the 25 per cent of 
the actual depreciation which it is pro­
posed to disallow is permitted as a de­
duction in a later year, the taxpayer’s 
income that year will be reduced and 
distorted. I f  it is to be disallowed com­
pletely, the tax is to this extent imposed 
on capital, not on income.”
In the hearings before that Committee 
it developed that a particular criticism the 
subcommittee had to make was, as stated 
on pages 380 and 381 of the record of 
hearings, that “in hundreds and thousands 
of cases” depreciation was being allowed 
of more than 100% of original cost. Con­
gressman Vinson further said, page 382:
“Now, what we are trying to do is 
to be as fair as we can, not take away 
anything, permit 100 per cent deprecia­
tion, and not deprive the taxpayer of a 
dime.”
The Ways and Means Committee de­
cided against the proposed change. It had
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before it and included in its report (House 
Report No. 704, pages 8 and 9 ) a letter 
from the Secretary of the Treasury in 
which he criticized the provision of article 
205 of Treasury Regulations 77, that 
“While the burden of proof must rest 
upon the taxpayer to sustain the deduction 
taken by him, such deductions will not be 
disallowed unless shown by clear and con­
vincing evidence to be unreasonable.”
He stated the Bureau had been handi­
capped in at least two important respects: 
“First, the volume of this work has 
been such as to preclude the preparation 
of proper schedules in many cases. Sec­
ond, the Bureau has been placed in the 
position of having to show by clear and 
convincing evidence that the taxpayer’s 
claim was unreasonable, a particularly 
difficult matter since the determination 
of the useful life of assets and the con­
sequent rates of depreciation is largely 
within the taxpayer’s experience.”
He proposed to remedy this condition— 
“first, by requiring taxpayers to fur­
nish the detailed schedules of deprecia­
tion (heretofore prepared by the Bu­
reau), containing all the facts necessary 
to a proper determination of deprecia­
tion; second, by specifically requiring 
that all deductions for depreciation shall 
be limited to such amounts as may rea­
sonably be considered necessary to re­
cover during the remaining useful life 
of any depreciable asset the unrecovered 
basis of the asset; and, third, by amend­
ing the Treasury regulations to place 
the burden of sustaining the deductions 
squarely upon the taxpayers, so that it 
will no longer be necessary for the Bu­
reau to show by clear and convincing 
evidence that the taxpayer’s deductions 
are unreasonable.”
He stated his belief that—
“the situation can be more equitably 
remedied through proper administrative 
measures than through legislation which 
would arbitrarily reduce each and every 
taxpayer’s depreciation allowance by a 
certain percentage, whether or not the 
allowance may have been excessive for 
past years.”
The Committee Report then stated as 
follows:
“Your committee believes that the
plan of the Secretary will be the best 
course to pursue. It will give greater 
equity and increase the revenue by as 
great an amount as the subcommittee 
plan. Consequently, no changes in the 
existing law are recommended. It 
should be observed that it is proposed 
not only to reduce the rates where they 
may be excessive, but also to reduce the 
allowance by spreading the unrecovered 
basis of any asset over the remaining 
useful life. This method of applying the 
depreciation rate to the cost of the asset 
reduced by depreciation previously al­
lowed has long been used in Great Brit­
ain. In the opinion of your committee, 
it will automatically effect large reduc­
tions in these allowances.”
The 1934 Act was accordingly passed 
without change in these depreciation pro­
visions. The matter was clearly left with 
the intention that the Treasury Depart­
ment should by proper administrative ac­
tion see that excessive allowances were not 
permitted; that this was not to be a flat 
25%  reduction as to all taxpayers but 
rather was to be the result of proper con­
sideration of the allowances which were 
reasonable in each case. There is nothing 
to indicate an intention to “deprive the 
taxpayer of a dime,” or to make any re­
troactive adjustments. It will be noted 
that no reference is made to any attempt 
retroactively to charge back greater de­
preciation against past years; but, proceed­
ing on the assumption that prior allow­
ances may have been excessive, the Com­
mittee Report as quoted above definitely 
refers to “spreading the unrecovered basis 
of any assets over the remaining useful 
life.”
Even while the Revenue Act of 1934 
was still pending in Congress, Treasury 
Decision 4422 (I.R .B . X III-1 0 , page 3 ) , 
was approved Feb. 28, 1934, which 
amended Article 205 of Regulations 77 
and 74 and Article 165 of Regulations 69, 
65 and 62, to read as follows:
“Method of computing depreciation 
allowance.— The capital sum to be re­
covered shall be charged off over the 
useful life of the property, either in 
equal annual installments or in accord­
ance with any other recognized trade
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practice, such as an apportionment of 
the capital sum over units of production. 
Whatever plan or method of apportion­
ment is adopted must be reasonable and 
must have due regard to operating con­
ditions during the taxable period. The 
reasonableness of any claim for depre­
ciation shall be determined upon the con­
ditions known to exist at the end of the 
period for which the return is made. 
Where the cost or other basis of the 
property has been recovered through 
depreciation or other allowances no fur­
ther deduction for depreciation shall be 
allowed. The deduction for deprecia­
tion in respect of any depreciable prop­
erty for any taxable year shall be limited 
to such ratable amount as may reason­
ably be considered necessary to recover 
during the remaining useful life of the 
property the unrecovered cost or other 
basis. The burden of proof will rest 
upon the taxpayer to sustain the deduc­
tion claimed. Therefore, taxpayers must 
furnish full and complete information 
with respect to the cost or other basis 
of the assets in respect of which de­
preciation is claimed, their age, condition 
and remaining useful life, the portion 
of their cost or other basis which has 
been recovered through depreciation 
allowances for prior taxable years, and 
such other information as the Commis­
sioner may require in substantiation of 
the deduction claimed.”
Note that this still continues the pro­
vision that “The reasonableness of any 
claim for depreciation shall be determined 
upon the conditions known to exist at the 
end of the period for which the return 
is made.”
It states “The deduction for depreciation 
in respect of depreciable property for any 
taxable year shall be limited to such ratable 
amount as may reasonably be considered 
necessary to recover during the remaining 
useful life of the property the unrecovered 
cost or other basis.”
To the first part of this revised regula­
tion I think probably little exception need 
be taken. Fairly interpreted and applied, 
I believe it will give to the taxpayer the 
reasonable allowance for depreciation to 
which he is entitled, and he cannot ask
more.
Then follows the more questionable part 
of the regulations. The statement is made 
that “The burden of proof will rest upon 
the taxpayer to sustain the deduction 
claimed.” So far as it goes, it is substan­
tially the same as the prior regulations. It 
simply omits the former wording that 
“such deductions will not be disallowed 
unless shown by clear and convincing evi­
dence to be unreasonable.” I f  we are to 
consider that the burden of proof here 
referred to is to be no more than that 
cited by Mr. Justice Butler in the Gam­
brinus and Niagara cases (supra), we 
really seem to have little ground to com­
plain. It is hard to believe that the Treas­
ury intended to require any more than the 
Supreme Court has said would be the rea­
sonable showing the law contemplated.
It seems to be the next sentence which 
raises the question whether or not the 
Treasury did intend to go beyond the 
standard laid down in these Supreme 
Court decisions. This concluding sentence 
can be applied in a fair and reasonable 
manner, or it can be made an unjust and 
inexcusable abuse of administrative power. 
As I have previously indicated, I think it 
should and must be read in such a way as 
will permit of its being considered a rea­
sonable requirement.
Then under date of April 4, 1934, Mim. 
4170 was issued (I.R .B . X III-1 6 , page 2 ). 
This goes into great detail as to the nature 
of information to be furnished, the form 
in which it should be prepared, etc. This 
Mimeograph likewise can be given a whol­
ly fair and reasonable interpretation, or it 
may be interpreted as unreasonable and 
impracticable. Take, for example, its ref­
erences to “such other information as may 
be required to establish the correctness of 
the deduction claimed, or to determine the 
amount of the deduction properly allow­
able” ; “the facts indicate conclusively that 
the deduction claimed in the return is not 
in excess of the correct amount” ; “the ex­
amining officer must satisfy  himself that 
the information on file is in accordance 
with the requirements of this mimeo­
graph” ; “the taxpayer must furnish the 
information and evidence necessary to es­
tablish definitely the correctness of the
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basis claimed” ; “The schedule for each 
class of assets must likewise clearly reflect 
all adjustm ents to the property accounts 
w hich have been or should have been m ade 
in prior years” ; “Where the taxpayer by 
clear and convincing evidence shows” ; 
“but only where it is clearly e v i d e n t ," etc.
Of course, this raises all kinds of pos­
sible questions as to what is the evidence 
required and necessary and also the extent 
of the information necessary to establish 
the correctness of the depreciation,— 
knowing as we do that the amount of de­
preciation allowable involves question not 
merely of actual wear and tear through 
service use, but also of progress of the 
art, change in demand, and in fact every­
thing which may affect the possible future 
of the business of the taxpayer. As Mr. 
Justice Butler has said “Neither the cost 
of obsolescence nor of accruing exhaus­
tion, wear, and tear that is properly 
chargeable in any period of time can be 
measured accurately.” Yet this mimeo­
graph repeatedly refers to the information 
“required to establish the correctness of 
the depreciation claimed.”
There is an implication that the taxpayer 
is to prepare and submit all this informa­
tion in writing. I understand there is a 
form letter which the Bureau is sending 
out on occasion which definitely calls for 
the taxpayer to submit in writing all infor­
mation bearing on a proper determination 
of depreciation. Let any man start to 
vision to himself what it would be neces­
sary to know in order to make a proper 
depreciation allowance for a steel plant, an 
automobile factory, or almost any other 
kind of a manufacturing plant; he would 
have to consider not merely the machines 
in use but the alternative machines on the 
market which might be used, and pending 
developments which make progress in such 
machinery; the processes now being em­
ployed and those which might be em­
ployed ; the probable demand for the prod­
ucts, the conditions in that industry and 
the general business conditions, not merely 
of this country but of the world. Often 
he would have to consider tariffs, for a 
tariff reduction might over night make an 
entire plant obsolete. All of these and a 
thousand other questions will bear on the
proper allowance for depreciation in any 
case. It would be preposterous and ridic­
ulous even to suggest that taxpayers 
should be required to submit in writing all 
the information which might bear on the 
proper determination of their depreciation 
allowances. There is no place in Wash­
ington for the records if the taxpayers of 
the country should attempt to do this. 
There are certainly not men enough here 
qualified to consider and pass on all such 
evidence if it should be submitted. So 
just from the practical standpoint, I think 
we must consider that nothing of this kind 
is contemplated or desired by the Bureau.
Then we may look at the law itself and 
find that Section 57 includes the provision:
“As soon as practicable after the re­
turn is filed the Commissioner shall ex­
amine it and shall determine the correct
amount of the tax.”
Note that this does not say that the 
Commissioner shall examine the taxpay­
er’s claims and determine whether the evi­
dence submitted entitles him to the deduc­
tion claimed. Rather it places on the Com­
missioner a duty himself to determine the 
correct amount of the tax. To enable him 
to discharge this duty, the law gives him a 
force of examiners with right to examine 
the records and accounts of the taxpayers. 
It is true that the law gives him a wide 
latitude in requiring statements under oath, 
etc., but, as I have already indicated, it 
would be an impossible task for the Com­
missioner to endeavor to determine income 
taxes by requiring that all information 
bearing on the taxpayer’s income tax lia­
bility should be submitted in writing to 
Washington. There is no more reason for 
such a requirement to be applied to depre­
ciation than to salaries and all the other 
items of expense which enter into an in­
come determination. W e might as well 
say that the taxpayer should be required 
to send all his books and vouchers to 
Washington with full explanations of 
every item as to say that he should be re­
quired to submit in writing all information 
bearing on a determination of depreciation 
allowances.
The natural and proper way to deter­
mine the correctness of the taxpayer’s re­
turn with respect to its details is by an
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examination of the accounts where they 
are kept and even an inspection of physical 
property as it exists. The law gives the 
Commissioner power so to do. I do not 
believe it is a reasonable use of adminis­
trative discretion to try to use the imprac­
ticable administrative method when the 
simpler, more reasonable and more prac­
tical way is available.
There seems much confusion over the 
question of burden of proof. W e know 
that when the taxpayer comes into court 
seeking to overturn a determination which 
the Commissioner has made he must sus­
tain the burden of proof, but this is simply 
in accord with the established principle 
that any determination made by a Govern­
ment officer in the fair and impartial exer­
cise of discretion given him by law, is en­
titled to consideration as being prima facie 
correct. If, however, it is shown that he 
has been acting in an arbitrary and unrea­
sonable manner his determinations lose 
the weight which otherwise would attach 
to them.
This thought is brought out in Clark 
Thread Company (28 B T A  1128, 1150). 
Here the Commissioner was refusing to 
compute depreciation on assets acquired 
during the year in his customary procedure 
of allowing one-half year’s depreciation 
thereon, contending “that there is no stat­
utory authority for such method, and that 
where in the exercise of discretion he has 
declined to compute depreciation on that 
basis, his action should not be disturbed 
unless the taxpayer offers proof in respect 
of each item.” The Board states “This 
view, we think, overlooks the rule that dis­
cretion vested in any officer of the Gov­
ernment, either administrative or judicial, 
may not be exercised in an arbitrary and 
unreasonable manner to the injury of a 
taxpayer.”
However, let us recognize that the Com­
missioner’s fair and impartial determina­
tions when made are entitled to particular 
weight and a taxpayer challenging them 
in court must bear the burden of proof. 
Manifestly, this is not the condition which 
exists before the Commissioner has made 
a determination.
When the taxpayer’s return first stands 
before the Bureau there is no contrary
determination that he is called upon to 
meet. It comes before the Commissioner, 
charged by law with the duty of determin­
ing the correct amount of the tax. His 
duty is not that of merely receiving, hear­
ing and passing upon whether or not the 
taxpayer established his claims. For years 
the law has definitely contemplated that 
the Commissioner’s examination may well 
disclose refundable overpayments without 
any claim therefor being filed by the tax­
payer. (See Section 322 of the 1934 Act.) 
This is directly contrary to any thought 
that the Commissioner merely passes on 
the adequate proof of claims which the 
taxpayer has filed and is wholly in accord 
with the thought that the Commissioner 
has a duty imposed on him to determine 
the correct amount of the tax even though 
this may be less than the taxpayer has 
already paid.
Manifestly, this must be so. To require 
the ordinary taxpayer to submit in writing 
with his tax return all evidence necessary 
to prove conclusively that he was entitled 
to his claimed deductions would be an im­
possible standard of income tax adminis­
tration. The ordinary man does not have 
the requisite knowledge to do this, and the 
income tax law does not contemplate any 
different standard of evidence and proof 
for the larger corporations than that which 
can be applied to the smaller. It intends 
to grant the same justice to all.
W e grant that when the Commissioner 
has made his fair and impartial determina­
tion, the burden of proof passes to the 
taxpayer. W e may likewise grant that 
when a subordinate of the Commissioner 
has made what seems to be a fair and rea­
sonable determination, the Commissioner 
is justified in saying that no greater allow­
ance shall be made unless the taxpayer can 
submit evidence to justify it. All of this, 
however, presupposes that a first endeavor 
will be made by the Commissioner or his 
subordinates to arrive at a fair and rea­
sonable determination before placing on 
the taxpayer any real burden of proof. I 
think when the taxpayer has submitted his 
tax return giving the information reason­
ably called for thereon, and has laid open 
to the Commissioner or his representatives 
all his books, records and accounts, he has
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taken those reasonable steps which should 
be considered necessary to enable the Com­
missioner to make his determination. This 
was the basis for income tax determina­
tions which was explained at the time the 
income tax amendment to the Constitution 
was proposed as being the procedure 
which should be followed. I  know of 
nothing in all our subsequent laws which 
would evidence any change in this inten­
tion.
Of course, the taxpayer should be will­
ing and prepared to meet reasonable re­
quests for any particular information 
which may be required, to resolve doubts 
which may arise in the minds of examining 
officers, to meet differences of opinion 
which may arise, etc., but this is an entire­
ly different thing from saying that the tax­
payer must in the first place submit to 
Washington all the evidence necessary to 
prove the correctness of the deductions he 
has claimed.
So I cannot believe that Treasury Deci­
sion 4422 or Mim. 4170 is to be read as 
authorizing an arbitrary and unreasonable 
administrative action. Now is it necessary 
so to read it? Suppose we take it for 
granted that it means no more than that 
the taxpayer must make “a reasonable ap­
proximation of the amount that fairly may 
be included in the accounts of any year” 
and must be prepared to give reasonable 
evidence in an appropriate time, place and 
manner as to the reasonableness of such 
approximation.
After all, the statement of “required” 
or “necessary” information is a relative 
term depending as much on the one who is 
to receive and consider it as on the one 
who prepares and furnishes it. Already 
some of the apparent rigor of this Mim. 
4170 has been withdrawn by the Bureau’s 
Press release of October 25, 1934 (CCH 
paragraph 5387), which states in part as 
follows:
“The Department desires that the pro­
visions of T . D. 4422 be administered 
with the least possible effort and expense 
on the part of taxpayers and with this 
end in mind, three classes of taxpayers 
will not be required to furnish addi­
tional information with respect to the 
depreciation deductions in those income
tax returns now under consideration. 
The three classes exempted are: (1 ) 
those taxpayers whose returns show net 
losses after appropriate adjustments;
(2 ) those taxpayers whose returns indi­
cate clearly that only reasonable amounts 
of depreciation have been claimed and,
(3 ) those taxpayers whose returns indi­
cate that the depreciation deduction is a 
very minor factor. All agents of the 
Bureau of Internal Revenue have been 
instructed to carefully examine income 
tax returns and related files before re­
questing taxpayers to file the informa­
tion called for under the provisions of 
T . D. 4422 in order to obviate unneces­
sary expense on the part of taxpayers 
whose returns fall within these three 
classes. It is obvious, therefore, that 
taxpayers are not required to take any 
action at this time in connection with 
the requirements of T. D. 4422 unless 
specifically requested to do so by an 
agent of the Bureau of Internal Rev­
enue.”*
I do not question that there will be 
those among the examiners and in the Bu­
reau who will, through excess zeal or mis­
information, make demands that are not 
fair and reasonable. Already I understand 
there are revenue examiners who are tell­
ing taxpayers that they are supposed to 
make a reduction of 25%  in all deprecia­
tion allowances. W hat I have quoted will 
show how improper and unwarranted any 
such statement is. There are undoubtedly 
some who consider their duty is discharged 
if they simply sit back and make denials 
or arbitrary reductions on the ground that 
the taxpayer has not proven his case, ig­
noring the duty imposed on the Commis­
sioner himself to make a fair and proper 
determination. Undoubtedly we shall have 
much disturbance, criticism and complaint 
before this situation is straightened out.
I do not know how long it may be be­
fore that stage arrives. I do not know just
*The matter originally set forth in the form  
of the press release o f October 25, 1934 has now 
been embraced in an office decision— I. T . 2838, 
published in Internal Revenue Bulletin X I I I - 52, 
o f December 24, 1934, page 4.
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what it may be the wise and sensible thing 
for any particular taxpayer to do as his 
case may develop. I do know that any 
plan which contemplates that income tax 
determinations are to be made on the basis 
of submission in writing to Washington 
of all the information necessary to enable 
a man who knows nothing of the particular 
business or plant to feel he has convincing 
evidence of the propriety of every deduc­
tion in the return is not going to work out. 
It will mean the complete breakdown of 
our entire income tax system. Perhaps it 
will take a little time for some to see this, 
but see it they must sooner or later. I 
hope it will come without too much bother, 
expense and worry to the taxpayers.
In conclusion, the 1934 Act has made 
no change in law regarding a reasonable 
allowance for depreciation. A Treasury 
regulation has made certain procedural 
changes as to administration under the 
prior Acts. In so far as those are simple, 
fair and reasonable requirements I think 
taxpayers must and should submit to them. 
In so far as the Bureau or its representa­
tives may endeavor to give to these an 
unfair and unreasonable interpretation I 
think taxpayers are justified in challenging 
such interpretations and carrying their 
questions up to the higher authorities, in 
such proper and legal manner as the law 
provides. Where amounts involved are not 
important, it may be a matter of trying to 
work out the simplest way to get some­
thing which approaches a reasonable al­
lowance. I believe it is incumbent on tax­
payers to give such a review to their de­
preciation accounts as will enable them to 
make a reasonable showing before the 
Bureau as to the depreciation allowance 
to which they are entitled. I cannot, how­
ever, feel that taxpayers are required to 
expend large amounts of time, energy and 
money in order to get up detailed schedules 
to meet the most drastic possible interpre­
tation of recent orders.
O f course, I am saying all this without 
any withdrawal from the position that I 
as an accountant have taken for many 
years as to the importance of accounts 
which will give a proper showing of plant 
assets and fairly indicate the reasonable 
allowances for depreciation. That is simply
a part of the clear and informative ac­
counts which I  think every business man 
should carry. This, however, is a totally 
different thing from a Government re­
quirement which would call on each tax­
payer to submit a great mass of evidence 
in writing to Government employes in 
Washington when the natural and proper 
place for the examination is on the ground 
where the accounts are kept and questions 
can be readily asked and readily answered. 
Nothing can really be worse than the 
submission of a mere schedule of details 
to one who knows little of the pertinent 
facts according to which they should be 
judged and who may simply use that 
schedule as an excuse to make such ex­
treme disallowances as his uninformed or 
prejudiced opinion may dictate and, as 
I have said, I do not believe it is possible 
for all the taxpayers to submit any such 
statement to Washington as will carry all 
the information which is required for a 
proper determination of depreciation.
I believe we are entitled to a fair and 
reasonable determination of depreciation 
allowances. I think T . D. 4422 can be given 
that reasonable interpretation to accord 
with the purpose and intent of the law 
and I think we are therefore warranted in 
assuming that it should be given and will 
be given such reasonable intrepretation.
T R Y  T H IS , M R. P R E S ID E N T
“I know how to settle this unemploy­
ment problem,” said the club wag. “I f  we 
put all the men of the world on one island, 
and all the women on another, we’d have 
everybody busy in no time.”
“Well, what would they be doing?”
“Why, boat-building.”— Tit-Bits.
Well, as far as we can make out, the 
big difference between a fortune teller and 
an economist is that the economist is taken 
seriously more often.
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T h e  S t a t u t e  o f  L i m i t a t i o n s  G o v e r n i n g  
t h e  R e c o v e r y  o f  F e d e r a l  I n c o m e  T a x e s  
E r r o n e o u s l y  C o l l e c t e d
by F r e d e r i c k  S c h w e r t n e r  of the Washington, D. C. Bar
T H E provisions of law limiting the time within which taxpayers may file 
claims for refund of Federal income and 
profits taxes erroneously collected, and fix­
ing the period for the institution of suit, 
have been the source of innumerable deci­
sions by the Federal Courts.
In suits for the recovery of taxes 
erroneously collected, the burden of proof 
is on the taxpayer to establish the facts 
proving the invalidity of the tax and also 
compliance with the applicable provisions 
of limitation governing the filing of claims 
and suits by taxpayers. A taxpayer is not 
entitled to recover unless he has overpaid 
his tax, and this involves a redetermination 
of his entire tax liability for the year in 
question. ( L ew is  v. Reynolds, 284 U. S. 
599, 10 Am. Fed. Tax Rep. 773.)
It should be borne in mind that the 
courts do not have jurisdiction of a suit 
for the recovery of income or profits taxes 
for a taxable year as to which the Com­
missioner of Internal Revenue issued a 
notice of a deficiency in tax after Febru­
ary 26, 1926, the date of the enactment of 
the Revenue Act of 1926, and the taxpayer 
filed a petition with the U. S. Board of 
Tax Appeals within the time prescribed by 
the Act, unless the suit relates to an 
amount collected in excess of that found 
due by the Board or is otherwise cogniz­
able under Section 284 (d) of the Revenue 
Act of 1926. ( W arren M fg. Co. v. Tait,
60 F. (2d) 982, 11 Am. Fed. Tax Rep. 
868; A rthur Curtis Jam es  v. U. S., 38 F. 
(2d) 143, 8 Am. Fed. Tax Rep. 10136, 
certiorari denied October 13, 1930; 
Bram pton W oolen Co. v. Field, 56 F. (2d) 
23, 10 Am. Fed. T ax Rep. 1252, certiorari 
denied October 10, 1932.)
Further, the courts will not entertain a 
suit by a taxpayer for a taxable year as
to which the amount of the deficiency in 
tax or overpayment was determined by the 
Board pursuant to a written stipulation or 
other agreement of the parties. ( The 
B ankers R eserve L i fe  Co. v. U. S., 44  F. 
(2d) 1000, 9 Am. Fed. T ax Rep. 478, 
certiorari denied April 20, 1931; B ackus  
et al., R eceivers  v. U. S., 59 F. (2d) 242,
11 Am. Fed. T ax Rep. 422, certiorari 
denied March 4, 1933.) Similarly, an ac­
tion cannot be maintained for a year as 
to which the taxpayer and the Commis­
sioner of the Internal Revenue, with the 
approval of the Secretary of the Treasury, 
entered into an agreement providing that 
the amount of the tax liability shall be final 
and conclusive, ( Second N ational B ank o f  
Saginaw  v. U. S., 66 Ct. Cl. 166, 6 Am. 
Fed. T ax Rep. 7840, certiorari denied 
October 14, 1929), or where an amount is 
paid under a compromise agreement ( Lone  
Star Brew ing Assn. v. U. S., 61 Ct. Cl 
118, 5 Am. Fed. Tax Rep. 5686; Cali­
forn ia  W ine Assn. o f  N ew  Y ork, Inc. v. 
U. S., 65 Ct. Cl. 7, 6 Am. Fed. T ax Rep. 
7397, certiorari denied October 8, 1928; 
Zem urray  v. U. S., 64 Ct. Cl. 657, 6 Am. 
Fed. T ax  Rep. 7391, certiorari denied 
October 8, 1928; W alker  v. Alam o F ood s  
Co., 16 F. (2d) 694, 6 Am. Fed. Tax Rep. 
6464, certiorari denied April 25, 1927; 
Amy H . DuPuy  v. U. S., 35 F. (2d) 990,
7 Am. Fed. Tax Rep. 9026, certiorari de­
nied April 21, 1930; A yer  v. W hite, 62 F. 
(2d) 921, 12 Am. Fed. T ax Rep. 76, cer­
tiorari denied March 20, 1933; Ely &  
W alker Dry G oods Co. v. U. S. 34 F. 
(2d) 429, 7 Am. Fed. T ax Rep. 9353, cer­
tiorari denied May 19, 1930.)
I f  a case, however, is closed by an in­
formal agreement between the parties 
whereby disputed items of tax liability are 
adjusted, the taxpayer is not barred from
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maintaining an action to recover an over­
payment. ( Botany W orsted  M ills v. U. S., 
278 U. S. 282, 7 Am. Fed. T ax Rep. 8847.)
The establishment of the U. S. Board 
of T ax Appeals by the Revenue Act of
1924, approved June 2, 1924, has largely 
dispensed with independent suits for the 
recovery of deficiencies in tax imposed by 
the Commissioner. Prior to that time, a 
taxpayer was required to pay the addi­
tional taxes found due by the Commis­
sioner, and his only recourse was to file a 
claim for refund and institute suit upon 
its disallowance. To alleviate this hard­
ship, the Board was empowered to re­
determine the deficiencies in tax found due 
by the Commissioner prior to their assess­
ment. I f  the Commissioner was sustained 
in whole or in part by the Board, the defi­
ciency found due was assessed, and upon 
payment thereof, the taxpayer’s remedy 
was to file a claim for refund, followed by 
suit. ( Em ery  v. U. S., 27 F . (2d) 992, 6 
Am. Fed. Tax Rep. 7965; Old Colony 
Railroad Co. v. U. S., 27  F. (2d) 994, 6 
Am. Fed. T ax Rep. 7967; Old Colony 
Trust Co., et al., E xecutors  v. Commis­
sioner, 279 U. S. 716, 7 Am. Fed. Tax. 
Rep. 8875; The Daily Plantagraph, Inc. v. 
U. S., 37 F. (2d) 783, 8 Am. Fed. Tax 
Rep. 10038; Suhr  v. U. S., 18 F . (2d) 
81, 6 Am. Fed. T ax Rep. 6619.) Under 
the Revenue Act of 1924, there was no di­
rect judicial review of the Board’s deci­
sions and the Board was without authority 
to determine overpayments of tax.
The Revenue Act of 1926 enlarged the 
jurisdiction of the Board by conferring 
power to determine overpayments of tax 
for the same year over which the Board 
had jurisdiction to determine a deficiency. 
It was also provided that either the tax­
payer or the Commissioner could secure a 
review of the Board’s decision by the Cir­
cuit Court of Appeals, and finally by the 
Supreme Court of the United States, if 
that Court granted certiorari. As the tax­
payer was afforded a complete remedy if 
he proceeded before the Board, an inde­
pendent suit for the same taxable year 
was properly prohibited.
It has always been the rule that if a 
taxpayer pays the taxes asserted by a 
notice of a deficiency, instead of filing an 
appeal with the Board, he has the right to
file a claim for refund and pursue the 
matter by suit upon its rejection. ( E lm ­
hurst Investm ent Co. v. U. S., 24 F . (2d) 
561, 6 Am. Fed. Tax Rep. 7337.)
The statute of limitations governing the 
institution of suit for the recovery of Fed­
eral income and profits taxes erroneously 
collected in respect to claims for refund 
disallowed prior to June 6, 1932, the date 
of the enactment of the Revenue Act of 
1932, is contained in Section 3226 of the 
Revised Statutes, as amended by Section 
1113 of the Revenue Act of 1926, reading 
as follows:
“Sec. 1113. (a ) Section 3226 of the 
Revised Statutes, as amended, is reen­
acted without change, as follows:
“Sec. 3226. No suit or proceeding 
shall be maintained in any court for the 
recovery of any internal-revenue tax 
alleged to have been erroneously or 
illegally assessed or collected, or of any 
penalty claimed to have been collected 
without authority, or of any sum alleged 
to have been excessive or in any manner 
wrongfully collected until a claim for 
refund or credit has been duly filed with 
the Commissioner of Internal Revenue, 
according to the provisions of law in 
that regard, and the regulations of the 
Secretary of the Treasury established 
in pursuance thereof; but such suit or 
proceeding may be maintained, whether 
or not such tax, penalty, or sum has been 
paid under protest or duress. No such 
suit or proceeding shall be begun before 
the expiration of six months from the 
date of filing such claim unless the Com­
missioner renders a decision thereon 
within that time, nor after the expira­
tion of five years from the date of the 
payment of such tax, penalty or sum. 
unless such suit or proceeding is begun 
within two years after the disallowance 
of the part of such claim to which such 
suit or proceeding relates. The Com­
missioner shall within 90 days after any 
such disallowance notify the taxpayer 
thereof by mail.
“ (b ) This section shall not affect 
any proceeding in court instituted prior 
to the enactment of the Revenue Act of
1924.”
The filing of a sufficient claim for re­
fund for the taxable year in controversy
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within the time prescribed by the appli­
cable statute is a prerequisite to suit, and a 
taxpayer is prohibited from filing suit 
under Section 3226 of the Revised Stat­
utes for a period of six months from the 
date of filing such claim, unless the Com­
missioner of Internal Revenue renders a 
decision thereon within that time.
The period for filing a claim for refund 
of Federal income or profits taxes imposed 
by the Revenue Act of 1926, or by any 
prior Act, is prescribed by Section 284 of 
the Act of 1926, which provides in part 
as follows:
“Sec. 284 (b ) Except as provided in 
subdivisions (c ) , (d ), (e ) , and (g ) of 
this section—
“ (1 ) No such credit or refund shall 
be allowed or made after three years 
from the time the tax was paid in the 
case of a tax imposed by this Act, nor 
after four years from the time the tax 
was paid in the case of a tax imposed 
by any prior Act, unless before the ex­
piration of such a period a claim there­
for is filed by the taxpayer; and
“ (2 ) The amount of the credit or re­
fund shall not exceed the portion of the 
tax paid during the three or four years, 
respectively, immediately preceding the 
filing of the claim, or if no claim was 
filed, then during the three or four 
years, respectively, immediately preced­
ing the allowance of the credit or refund.
“ (c ) I f  the invested capital of a tax­
payer is decreased by the Commissioner, 
and such decrease is due to the fact 
that the taxpayer failed to take adequate 
deductions in previous years, with the 
result that there has been an overpay­
ment of income, war-profits, or excess- 
profits taxes in any previous year or 
years, then the amount of such overpay­
ment shall be credited or refunded, 
without the filing of a claim therefor, 
notwithstanding the period of limitation 
provided for in subdivision (b ) or (g) 
has expired. *  * *
“ (g ) I f  the taxpayer has, within five 
years from the time the return for the 
taxable year 1917 was due, filed a 
waiver of his right to have the taxes 
due for such taxable year determined 
and assessed within five years after the
return was filed, or if he has, on or be­
fore June 15, 1924, filed such a waiver 
in respect of the taxes due for the taxa­
ble year 1918, then such credit or re­
fund relating to the taxes for the year 
in respect of which the waiver was filed 
shall be allowed or made if claim there­
for is filed either on or before April 1,
1925, or within four years from the 
time the tax was paid. I f  the taxpayer 
has, on or before June 15, 1925, filed 
such a waiver in respect of the taxes due 
for the taxable year 1919, then such 
credit or refund relating to the taxes 
for the taxable year 1919 shall be 
allowed or made if claim therefor is 
filed either on or before April 1, 1926, 
or within four years from the time the 
tax was paid. I f  the taxpayer has, on or 
before June 15, 1926, filed such a waiver 
in respect of the taxes due for the taxa­
ble year 1920 or 1921, then such credit 
or refund relating to the taxes for the 
taxable year 1920 or 1921 shall be 
allowed or made if claim therefor is 
filed either on or before April 1, 1927, 
or within four years from the time the 
tax was paid. I f  any such waiver so 
filed has, before the expiration of the 
period thereof, been extended either by 
the filing of a new waiver or by the 
extension of the original waiver, then 
such credit or refund relating to the 
taxes for the year in respect of which 
the waiver was filed shall be allowed or 
made if claim therefor is filed either
(1 ) within four years from the time 
the tax was paid, or (2 ) on or before 
April 1, 1926, in the case of credits or 
refunds relating to the taxes for the 
taxable years 1917 and 1918, or on or 
before April 1, 1927, in the case of 
credits or refunds relating to the taxes 
for the taxable year 1919, or on or be­
fore April 1, 1928, in the case of credits 
or refunds relating to the taxes for the 
taxable years 1920 and 1921. This sub­
division shall not authorize a credit or 
refund prohibited by the provisions of 
subdivision (d ).
“ (h ) Except as provided in subdivi­
sion (d) this section shall not (1 ) bar 
from allowance a claim for credit or 
refund filed prior to the enactment of
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this Act which but for such enactment 
would have been allowable, or (2 ) bar 
from allowance a claim in respect of a 
tax for the taxable year 1919 or 1920 
if such claim is filed before the expira­
tion of five years after the date the re­
turn was due.”
By Section 1110 of the Revenue Act of
1932, Section 284 (h) of the Act of 1926 
was amended to also provide that a claim 
in respect of the year 1918 shall not be 
barred from allowance if filed before the 
expiration of five years after the date the 
return was due.
As a general rule, the limit of recovery 
in respect of claims for the years 1917 to
1925, inclusive, is the amount or portion 
of the tax paid for the taxable year in 
controversy within the four year period 
immediately preceding the date of the 
filing of claim.
In my judgment, Congress did not limit 
the recovery to the portion of the tax paid 
within four years of the date of the filing 
of the claim where the overpayment ex­
ceeds such amount if the taxable year in 
controversy is included in the period 1917 
to 1921, inclusive, and the claim is cog­
nizable under Section 284 (c ) , (g ) or 
(h ).
Section 284 (c )  directs the Commis­
sioner of Internal Revenue to refund 
taxes for prior years irrespective of the 
running of the statute of limitations for 
filing claims where a taxpayer is required 
to pay a greater profits tax for a year 
under audit due to the fact that inadequate 
deductions were taken in prior years. 
(Denver R ock  Drill M fg. Co. v. U. S., 
59 F . (2d) 834, 11 Am. Fed. T ax Rep. 
579, certiorari denied November 7, 1932.) 
While the Commissioner was authorized 
to make refunds for prior years without 
the filing of a claim, a taxpayer should file 
a claim for refund if suit is contemplated. 
(R en frew  M fg . Co. v. U. S., 53 F . (2d) 
404, 10 Am. Fed. T ax  Rep. 661.)
Section 284 (g ) provides that if a tax­
payer filed a waiver of the time limit for 
assessment of taxes for the years 1917, 
1918, 1919, 1920 or 1921, a claim for re­
fund may be filed on or before the dates 
specified in said section. It is my view that 
if a taxpayer filed a waiver for any of
said years within the time prescribed by 
Section 284 (g ), and filed a claim for re­
fund on or before the dates specified in 
said section, the recovery of income or 
profits taxes is not limited to the portion 
of the tax paid within four years of the 
filing of the claim if the overpayment ex­
ceeds such amount. (Bonw it Teller &  Co. 
v. U. S 283 U. S. 258, 263, 9 Am. Fed. 
Tax Rep. 1421.) Section 284 ( g ) was 
adopted by Congress to give taxpayers 
additional time within which to file claims 
for refund where the taxpayers afforded 
the Commissioner more time within which 
to determine and assess taxes, and the 
section should therefore be construed in 
a manner which will carry out the mani­
fest legislative purpose.
Section 284 (h ) , as amended by the 
Act of 1932, further excepts from the 
operation of the rule limiting the recovery 
to the portion of the tax paid within the 
four year period immediately preceding 
the date on which the claim is filed for 
the years 1918, 1919 and 1920 if the 
claim were filed before the expiration of 
five years after the date the return was 
due. (A m erican H ide &  L eather Co. v. 
U. S., 284 U. S. 343, 10 Am. Fed. Tax 
Rep. 775; L u cker  v. U. S., 53 F . (2d) 
418, 10 Am. Fed. Tax Rep. 664.)
The limit of recovery in respect to 
claims for the years 1926 and 1927 is the 
portion of the tax paid within three years 
of the date on which the claim was filed.
For the years 1928 to 1933, inclusive, 
the recovery of tax is confined to the 
amount paid within two years of the date 
on which the claim is filed, and for the 
year 1934, to the portion paid within 
three years of the claim.
The statute prescribes the time within 
which a claim for the refund of Federal 
income and profits taxes erroneously 
collected must be filed, and compliance 
with the statute in this respect is a pre­
requisite to suit. The regulations provide 
that claim should be made on Form 843 
and all facts relied upon in support of 
the claim should be clearly set forth in 
detail under oath.
The sufficiency of claims for refund has 
been the subject of many judicial pro­
nouncements. While it is not necessary for
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a taxpayer to furnish with his claim the 
evidence upon which he relies, it is an 
established rule that the Government may 
insist upon compliance with the regula­
tion requiring the taxpayer to state the 
grounds for recovery within the period 
allowed for filing a claim. The object of 
this requirement is to advise the Commis­
sioner of the nature of the complaint and 
dissatisfaction of the taxpayer so that ad­
ministrative errors may be corrected.
I f  a taxpayer’s claim is disallowed by 
the Commissioner, the suit should proceed 
on the ground or grounds specified in the 
claim. (U. S. v. F elt &  Tarrant M fg .  Co.,
283 U. S. 269, 9 Am. Fed. Tax Rep. 1416; 
T ucker v. A lexander, 275 U. S. 228, 6 
Am. Fed. T ax  Rep. 7060; T he Mutual 
L i fe  Ins. Co. o f  N ew  Y ork  v. U. S., 49 
F. (2d) 662, 9 Am. Fed. T ax Rep. 1377, 
certiorari denied October 12, 1931.)
It is necessary for a taxpayer to show 
that he filed in due time a sufficient claim 
for refund, and the determination of this 
fact depends upon the peculiar circum­
stances of each case. A letter which is 
sworn to and meets the other essential 
requirements of the regulations may con­
stitute a claim for refund. ( L asher  v. U.
S., 65 Ct. Cl. 295, 6 Am. Fed. T ax Rep. 
7448.) A  refund claim to which is attached 
a copy of the Commissioner’s letter show­
ing the overpayment claimed is sufficient. 
( Caraleigh Phosphate &  Fertilizer W orks  
v. U. S., 1 F. Supp. 854, 11 Am. Fed. 
Tax Rep. 1217.)
I f  a taxpayer filed an imperfect or 
defective claim, he had the right to file 
another claim within the statutory period 
setting forth the grounds for recovery and 
the facts relied upon. (T . D. 4266, C. B. 
V III-1 , p. 111.) It has been held that a 
refund claim general in character may be 
amended after the period of limitation by 
specifying the grounds, if the amendment 
is made before final rejection of the 
original claim. ( U. S. v. M em phis Oil Co., 
288 U. S. 62, 11 Am. Fed. T ax Rep. 1116; 
U. S. v. F actors &  Finance Co., 288 U. 
S. 89, 11 Am. Fed. T ax Rep. 1125.) In 
B em is Bros. B ag  Co. v. U. S., 289 U. S. 
28, 12 Am. Fed. Tax Rep. 28, an amend­
ment of the original claim was permitted 
after the expiration of the period of limi­
tation where the second claim requested 
alternative relief, and the Commissioner 
reconsidered the claim on the merits and 
determined an overpayment.
As a general rule, a claim for refund 
which has been rejected may not be 
amended to specify new or additional 
grounds after the lapse of the limitation 
period for filing a claim, and the Com­
missioner will not ordinarily entertain 
such a supplemental claim. In many cases 
claims which were couched in general 
terms were perfected by the filing of 
briefs setting forth the points and facts 
relied upon. Where the Commissioner 
determined an overpayment of tax, and 
requested the taxpayer to file a waiver so 
that refund might be made, it was held 
that such a waiver constituted an informal 
claim and was valid. ( Bonw it Teller &  
Co. v. U. S., 283 U. S. 258, 9 Am. Fed. 
Tax Rep. 1421.)
The filing of a sufficient claim for re­
fund within the limitation period pre­
scribed by the statute is a condition prec­
edent to suit. I f  a taxpayer is aggrieved 
by a decision of the Commissioner dis­
allowing his claim, the next step is to file 
suit either against the United States or 
the Collector of Internal Revenue who 
received the taxes for which recovery is 
sought.
Suit may be instituted against the 
United States in the U. S. Court of 
Claims in Washington, D. C., irrespective 
of the amount involved. I f  the Collector 
who received the illegal collection is still 
in office, an action may be instituted 
against him or the United States in the 
Federal District Court for the District 
wherein the parties reside, provided the 
claim does not exceed $10,000. I f  the taxes 
in controversy were paid in quarterly in­
stallments and the overpayment of taxes 
was made to two different Collectors 
of Internal Revenue, suit would have to 
be brought against both, because such a 
suit is against the collector individually, 
and not in his official capacity. (Davidson  
v. R afferty , 34 F. (2d) 700, 8 Am. Fed. 
T ax Rep. 9593, affirmed 39 F. (2d) 1022,
8 Am. Fed. T ax Rep. 10931.) It must be 
brought against the Collector who actually 
received the particular tax in controversy,
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and not against his predecessor or suc­
cessor in office. ( Sm ietanka, Collector v. 
Indiana S teel Co., 257 U. S. 1, 3 Am. 
Fed. T ax  Rep. 3121; Davidson  v. R afferty, 
supra; D etroit H otel Co. v. B rady, 275 
Fed. 995, 2 Am. Fed. Tax Rep. 1545; 
R oberts  v. L ow e, 236 Fed. 604, 1 Am. 
Fed. T ax Rep. 690; Philadelphia H . &  
R. Co. v. L ederer, 242 Fed. 492, 1 Am. 
Fed. T ax  Rep. 808.)
I f  the Collector who effected collection 
of the illegal tax is dead or not in office 
as Collector of Internal Revenue at the 
time suit is commenced, suit may be insti­
tuted against the United States or the 
Collector in the proper District, even if 
the Claim exceeds $10,000. It has been 
held that an action will lie against the 
estate of a deceased collector ( Patton  v. 
Brady, 184 U. S. 608, 3 Am. Fed. Tax 
Rep. 2725.)
I f  the decision of the Federal District 
Court is adverse, an appeal may be filed 
with the Circuit Court of Appeals for the 
proper circuit within three months after 
the date of the final judgment, and a peti­
tion for a writ of certiorari may be lodged 
with the Supreme Court of the United 
States within three months after the deci­
sion of the Circuit Court. Similarly, a 
petition for a writ may be filed with the 
Supreme Court within three months after 
a decision of the U. S. Court of Claims. 
It is naturally more advantageous to a 
taxpayer to file suit in the U. S. Court of 
Claims here, because it has jurisdiction 
over every action for the recovery of taxes 
erroneously collected, irrespective of the 
amount involved, and certiorari lies 
directly to the Supreme Court.
The period of limitation for the institu­
tion of suit for the recovery of Federal 
income and profits taxes erroneously col­
lected in respect of claims disallowed prior 
to June 6, 1932, the date of the enactment 
of the Revenue Act of 1932, is either five 
years from the time of the payment of 
the tax, or two years after the disallow­
ance of the claim in whole or in part, as 
prescribed by Section 3226 of the Revised 
Statutes, as amended by Section 1113 of 
the Revenue Act of 1926, hereinbefore 
quoted.
Where the claim was disallowed after
June 6, 1932, the period of limitation for 
filing suit is two years after the disallow­
ance of the claim, as prescribed by Section 
3226, as amended by Section 1103 of the 
Revenue Act of 1932. This Act eliminated 
the five-year provision in respect of claims 
which were rejected after its enactment.
It is a condition to the maintenance of 
suit that after a taxpayer has filed a claim 
for refund, he must withhold his action 
for at least six months so as to give the 
Commissioner an opportunity to pass upon 
the same, unless the Commissioner renders 
a decision thereon within that time.
The limit of recovery in a suit is the 
amount of tax paid which is protected by 
the claim. I f  the claim does not fall within 
one of the exceptions specified in Section
284 (c ) , (g ) or (h ) of the Revenue Act 
of 1926, as amended, the recoverable 
amount is confined to the portion of the 
tax paid for the year in controversy 
within a certain period immediately pre­
ceding the date on which the claim is 
filed. (San  Joaqu in  L ight &  P ow er Corpn. 
v M cLaughlin, 65 F . (2d) 677, 681, 12 
Am. Fed. T ax  Rep. 858.) The amount 
specified in a claim for refund is unim­
portant, and a taxpayer may sue for a 
greater amount provided he has met the 
other requirements of the statute. (The  
Electric Storage Battery Co. v. McCaughn, 
54 F . (2d) 814, affirmed 63 F. (2d) 715,
10 Am. Fed. T ax  Rep. 999; Osborn  v. 
U. S., 54 F . (2d) 824, 10 Am. Fed. Tax 
Rep. 1000; T he Dalton Foundries, Inc., 
v. U. S., 56 F . (2d) 483, 10 Am. Fed. 
Tax Rep. 1335; International Curtis 
M arine Turbine Co. v. U. S., 56 F . (2d) 
708, 10 Am. Fed. T ax Rep. 1395.)
In the case of claims rejected by the 
Commissioner prior to June 6, 1932, a 
taxpayer was accorded the right to insti­
tute suit within five years after the pay­
ment of the tax, but if the Commissioner 
delayed his disallowance of the claim until 
after the expiration of such five-year 
period, the period for the institution of 
suit was extended for two years from the 
date of the rejection of the claim. The 
two year period after disallowance did 
not serve as a limitation on the five year 
period but operated to extend the same. 
Where, however, the Commissioner failed
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to reject the claim for refund, it would 
seem to follow that a suit for the recovery 
of taxes erroneously collected would be 
governed by the five-year provision. 
( Charles W . L eon ard  v. U. S., Ct. Cl., 7 
Am. Fed. T ax Rep. 9156; Central R. Co. 
v. U. S., Dist. Ct., 8 Am. Fed. T ax  Rep. 
11272; H ills v. U. S., 50 F . (2d) 302, 55
F. (2d) 1001, Prentice-Hall Federal Tax 
Service, Par. 1993; U. S. v. M ichel, 282 
U. S. 656, 9 Am. Fed. T ax  Rep. 990.)
In some instances where the claims for 
refund were rejected promptly after fil­
ing, the five-year period after payment of 
the tax allowed for the institution of suit 
may afford additional time beyond the 
two-year period.
In my opinion, if an action is brought 
on a timely and sufficient claim for refund 
within five years after the payment of the 
whole of the tax found due by the Com­
missioner, the entire over-payment may be 
recovered, even though such amount ex­
ceeds the portion of the tax paid within a 
period of five years immediately preceding 
the date on which suit is instituted. (H ills 
v. U. S., supra.)
For example, a taxpayer filed his return 
for the year 1926 on March 15, 1927, and 
paid the tax due of $100,000 in four equal 
quarterly installments on March 15, June 
15, September 15 and December 15, 1927. 
In March, 1929, the Commissioner deter­
mined a total tax liability of $125,000 for 
that year, or a deficiency of $25,000, which 
was paid on April 15, 1929. The taxpayer 
filed a claim for refund in the amount of. 
$50,000 on December 14, 1930, such date 
being within three years of the payment 
of the fourth quarterly installment of the 
original tax and the payment of the addi­
tional tax, and therefore timely under Sec­
tion 284 of the Revenue Act of 1926. 
Suppose the claim for refund were re­
jected by the Commissioner on June 15, 
1931, and suit was not filed until April
10, 1934, more than two years after the 
date of the disallowance of the claim.
Upon the foregoing state of facts, it is 
my opinion that the suit was timely filed 
to recover an overpayment of tax in the 
amount of $50,000 as it was brought 
within five years of the payment of the 
entire tax, notwithstanding the fact that
the portion of the tax paid within five 
years of the date on which suit was filed 
was only $25,000. ( H ills v. U. S., supra.)
The H ills  case involved an action to re­
cover a conceded overpayment of Federal 
estate taxes in the amount of $2,353.21. 
The original tax amounting to $17,748.42 
was paid on July 26, 1921. Upon audit, 
the Commissioner determined a total tax 
liability of $19,476.02, or a deficiency of 
$1,727.60, which was paid on May 1, 1925. 
The taxpayer on October 2, 1926, filed a 
claim for refund of $4,371.33 based upon 
the payment of administration expenses 
incurred after filing of the estate tax re­
turn. The portion of the tax paid within 
four years of the filing of the claim was 
the sum of $1,727.60. On March 1, 1928, 
the taxpayer filed an amended claim for 
refund of $4,743.25. On June 28, 1928, 
the taxpayer received a certificate of over­
assessment of $4,080.81, but the Commis­
sioner only refunded the sum of $1,727.60. 
The taxpayer instituted suit in the U . S. 
Court of Claims to recover the overpay­
ment of $2,353.21 on April 29, 1930, 
within five years of the date on which the 
whole of the tax found due by the Com­
missioner was paid.
The Government contended that under 
Section 3228 of the Revised Statutes there 
could be no recovery of the overpayment 
of $2,353.21 because the limit of recovery 
was the portion of the tax paid within 
four years immediately preceding the date 
on which the claim was filed, and that 
under Section 3226 of the Revised Stat­
utes the recovery in the case of a suit was 
confined to the portion of the tax paid 
within five years immediately preceding 
the date on which suit was instituted. The 
overpayment of $2,353.21 was a part of 
the original tax which was paid beyond 
the four-year and five-year periods. Sec­
tion 3228, which is inapplicable to income 
or profits taxes, provided in substance that 
claims for refund must be filed within 
four years next after the payment of such 
tax.
The Court held that since the claim for 
refund was filed within four years of the 
payment of the entire tax found due by 
the Commissioner, it was timely under the 
Act, and further that the suit was filed in 
due time, as it was instituted within five
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years of the payment of the whole of the 
tax.
The Court pointed out in its decision 
that Congress commencing with the Reve­
nue Act of 1924 expressly provided in 
respect to claims for refund of income and 
profits taxes that the limit of recovery 
was the portion of the tax paid within a 
fixed period preceding the date on which 
the claim was filed, but did not so legislate 
with respect to estate taxes.
It is my judgment that the rule an­
nounced by the Court in the H ills case, 
supra, holding that a suit filed within five 
years of the payment of the entire tax 
found due by the Commissioner is timely, 
is equally applicable to income tax cases, 
provided the claim for refund was filed 
within the statutory period, and was re­
jected prior to June 6, 1932.
The period of limitation for the institu­
tion of suits in respect of claims denied 
after June 6, 1932, the date of the enact­
ment of the Revenue Act of 1932, is gov­
erned by Section 3226 of the Revised Stat­
utes, as amended by Section 1103 of the 
Act of 1932, which reads in part as 
follows:
“ (a ) Section 3226 of the Revised 
Statutes, as amended, is amended to read 
as follows:
"'* *  *  No such suit or proceeding 
shall be begun before the expiration of 
six months from the date of filing such 
claim unless the Commissioner renders 
a decision thereon within that time, nor 
after the expiration of two years from 
the date of mailing by registered mail 
by the Commissioner to the taxpayer of 
a notice of the disallowance of the part 
of the claim to which such suit or pro­
ceeding relates.’
“ (b) Suits or proceedings instituted 
before the date of the enactment of this 
Act shall not be affected by the amend­
ment made by subsection (a ) of this 
section to section 3226 of the Revised 
Statutes. In the case of suits or pro­
ceedings instituted on or after the date 
of the enactment of this Act where the 
part of the claim to which such suit or 
proceeding relates was disallowed before 
the date of the enactment of this Act, 
the statute of limitations shall be the
same as provided by such section 3226
before its amendment by subsection (a )
of this section.”
It is therefore clear that in respect of 
claims rejected after the date of the enact­
ment of the Revenue Act of 1932, the 
period of limitation for filing suit is two 
years from the date of mailing by the 
Commissioner of his notice of disallow­
ance of the claim in whole or in part.
Under Section 3226 of the Revised Stat­
utes, as it existed prior to the amend­
ment contained in the Act of 1932, the 
two-year period allowed for bringing suit 
ran from the date when the Commissioner 
signed and approved the official schedule 
rejecting the claim. (U . S. v. M ichel, 282 
U. S. 656, 9 Am. Fed. Tax Rep. 990; 
Savannah Bank &  Trust Co., et al., E xecu ­
tors v. U. S., 58 F . (2d) 1068, 11 Am. 
Fed. T ax Rep. 352.) I f  such a schedule 
of rejections was not signed by the Com­
missioner, but the taxpayer was notified 
that his claim would be rejected, the two- 
year period started to run from the date 
of such notice. ( N e w  England Mutual L ife  
Ins. Co. v. U. S ., 52 F . (2d) 1006, 10 
Am. Fed. Tax Rep. 523.)
Where a taxpayer filed a claim for re­
fund which was rejected by the Commis­
sioner, and subsequently another claim was 
filed on the same ground within the time 
limit, the two-year period for instituting 
suit started to run upon the rejection of 
the first claim. (B . Altman &  Co. v. U.
S., 40 F . (2d) 781, 8 Am. Fed. T ax Rep. 
10805, certiorari denied October 13, 1930; 
A rthur C. H arvey Co. v. M alley, 288 U.
S. 415, 12 Am. Fed. T ax Rep. 13.) How­
ever, if a second claim is filed within the 
statutory period on a ground not specified 
in the first claim, the two-year period 
would run from the date of the denial of 
the second claim.
I f  the Commissioner of Internal Reve­
nue denies a claim for refund, but subse­
quently reopens and reconsiders the tax­
payer’s claim, the two-year period of limi­
tation for the filing of suit runs from the 
date when the Commissioner makes his 
final disallowance of the claim. ( South­
w estern Oil &  Gas Co. v. U. S., 29 F. 
(2d) 404, 7 Am. Fed. Tax Rep. 8307,
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affirmed, 34 F. (2d) 446, 7 Am. Fed. Tax 
Rep. 9366, certiorari denied November 25, 
1929; Jon es  et al. v. U. S., 5 F. Supp. 
146, 13 Am. Fed. T ax Rep. 84, certiorari 
denied October 8, 1934; H ills  v. U. S.., 
Ct. Cls. Prentice-Hall T ax Service 1934, 
par. 1993; T . D. 3240, C. B. Dec. 1921, 
p. 313; T. D. 4235, C. B. Dec. 1928, p. 
76.)
It has been held that when the Com­
missioner determines an overpayment in 
respect of a timely and sufficient claim, 
but refuses to schedule the overpayment, 
the two-year period runs from the date 
when the Commissioner declined to 
schedule the same. ( Am erican Cyanamid 
Co. v. U. S ., 4 F. Supp. 937, 13 Am. Fed. 
T ax Rep. 15.)
While it was the practice of the Com­
missioner to refund an overpayment of 
tax in respect of a timely and sufficient 
claim where the invalidity of the tax was 
established by final court decision in 
another case, even though the period of 
limitation for filing suit had expired, the 
Commissioner is now prohibited from 
making such refunds as to claims rejected 
after the date of the enactment of the 
Revenue Act of 1928, unless suit is filed 
in due time or an agreement is entered 
into between the taxpayer and the Com­
missioner within the period of limitation 
for filing suit to suspend the running of 
the statute of limitations. I f  such agree­
ment is entered into, the statute of limi­
tations is suspended in accordance with 
its terms. ( Sec. 608, Revenue Act of 1928, 
as amended by Section 503 of the Reve­
nue Act of 1934.) The purpose of this 
section is to avoid a multiplicity of suits 
on a common question.
A suit may be maintained in the U. S. 
Court of Claims at Washington, D. C., 
for the recovery of taxes erroneously col­
lected on the theory of an account stated 
where the Commissioner determines an 
overpayment of tax, and issues to the tax­
payer a certificate of overassessment. 
Such a suit is not governed by Section 
3226 of the Revised Statutes, as amended, 
but by Sec. 156 of the Judicial Code, and 
may be commenced within six years after 
the cause of action accrues. The limit of 
recovery in such an action is the amount
allowed by the Commissioner as shown by 
the certificate of overassessment. (B on ­
wit T eller &  Co. v. U. S., 283 U. S. 258,
9 Am. Fed. T ax Rep. 1421; D aube v. U.
S., 289 U. S. 367, 12 Am. Fed. Tax Rep.
51; W m. J . F riday &  Co., Inc., v. U. S.,
61 F. (2d) 370, 11 Am. Fed. T ax Rep. 
946; P arks &  W oolson M achine Co. v. 
U. S., 58 F. (2d) 868, 11 Am. Fed. Tax 
Rep. 335, certiorari denied October 17, 
1932; Cam bridge L oan  &  Building Co. 
v. U. S., 57 F . (2d) 936, 11 Am. Fed. 
T ax Rep. 86.)
Upon the recovery of a final judgment 
for taxes erroneously collected, the tax­
payer should file with the Commissioner 
at Washington, D. C ., a claim for refund 
on Form 843 in duplicate, stating the 
grounds of his claim, the names of all 
parties to the suit, the cause of action, the 
date of its commencement, the date of the 
judgment, the court in which it was re­
covered, and its amount. There should be 
annexed to the claim two certified copies 
of the final judgment and an itemized bill 
of the costs paid, receipted by the clerk of 
the court. In the case of a judgment ren­
dered by the Court of Claims, there should 
be furnished a certificate of judgment 
issued by the clerk of the court and two 
copies of the court’s opinion. The Com­
missioner thereupon makes payment of the 
judgment to the taxpayer.
In the foregoing article, I  have en­
deavored to set forth in the limited space 
the general rules governing the recovery 
of Federal income and profits taxes errone­
ously collected. Numerous decisions have 
been rendered in cases with varying facts 
and the applicable law necessarily depends 
on the peculiar facts of each case.
One of the turns in the entertainment 
after the annual dinner of a famous Lon­
don firm was provided by a conjurer. For 
one of his tricks he asked for the assistance 
of some one from the audience.
A man went up, and while the audience 
waited for the conjurer to continue the 
trick, someone in the front row called, 
“H i! Don’t you make ’im disappear. ’E ’s 
our treasurer!”— Bystander.
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S a f e g u a r d i n g  t h e  T r u s t e e  i n  P o s s e s s i o n
by H i l a n d  B. N o y e s , C.P.A., Chicago, Ill.
T H E  term “Trustee in Possession” indicates to the layman in a vague 
way that the property in question is in 
some sort of trouble involving bond­
holders’ committees, bankers and lawyers. 
I doubt if many bankers not connected 
with trust work have a much better con­
ception of the term and what responsi­
bilities accrue to their bank when it be­
comes necessary for the trustee to take 
possession and operate the property.
Real estate bond issue reorganizations 
have become a very vital issue in recent 
years and there is almost no history and 
very few precedents to be used as guid­
ance. Trustees under bond issues find 
themselves in a position of responsibility 
but just what that responsibility is or how 
far it extends, they are not always entirely 
sure. To get a little better knowledge of 
the fundamentals involved, it might be 
well to review here, briefly, some of the 
legal background affecting the situation.
A mortgage is a security for the per­
formance of an act and, in the sense we 
mean, the act is the payment of a debt. 
Inability or failure to pay that debt will 
result in one of several actions. Under 
the English common law, a mortgage was 
originally an absolute conveyance of the 
property from the debtor to the creditor. 
I f  the debt was paid at maturity, the 
creditor was required to reconvey the 
property to the debtor. In the event of a 
default, the debtor forfeited his rights in 
the property.
This absolute forfeiture, as it was called, 
worked hardships on debtors who had no 
right of redemption if they were unable to 
make payment at maturity but who were 
in a position to make payment at a subse­
quent date. Such debtors would petition 
the king to be allowed to make payment 
and to have the property reconveyed to 
them. As these petitions increased in num­
ber, the king established a court known as 
a chancery court, or our equity court, for 
the purpose of hearing these petitions.
This procedure in turn worked a hard­
ship on the creditor. Inasmuch as the 
mortgagor now had a right to file a bill of 
redemption, the title of the mortgagee be­
came clouded and of questionable salable 
value. The mortgagors then began to peti­
tion the court for relief, asking at the date 
of maturity for a decision as to the amount 
due and an order requiring the payment 
of that sum within a fixed period of time, 
after which the mortgagor would have no 
relief. The period of redemption was usu­
ally set at a year.
This background gives us a basis for
understanding a recent decision by the
Illinois Appellate Court from which the 
following is quoted:
“In this State a mortagor is the legal 
owner of the mortgaged premises against 
all persons except the mortgagee and his 
assigns. While a mortgage conveys a 
title as between the mortgagor and mort­
gagee, it is only a qualified title as security 
for the creditor during the existence of 
the debt, and the mortgagor is regarded 
as the owner of the land for all beneficial 
purposes, subject only to the rights of the 
m ortgagee. A fte r  condition broken, how­
ever, the mortgagee is, as between him 
and the mortgagor, the owner of the fe e .  
The mortgagor has the right to sell or 
make leases of the premises, and his 
grantee or lessee will have the right of 
possession until default in the term of 
the mortgage, but the mortgagor cannot 
make a lease of the mortgaged premises 
which will give greater rights than he 
himself possesses or will interfere with 
the right of the mortgagee to enter fo r  
condition broken. A fter condition broken, 
ejectment may be maintained by the mort­
gagee against the mortgagor or those to 
whom he may have assigned the equity 
of redemption. Upon default in the con­
dition of the mortgage the mortgagee has 
the right to possession against the mort­
gagor, his grantee, lessee, or anyone claim­
ing under him by any right. In such case 
the mortgagee has several remedies which 
he may pursue to enforce the payment of
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his debt. He may sue the mortgagor in as­
sumpsit for a judgment upon the personal 
obligation, he may sue in equity for the 
foreclosure of the mortgage; or he may 
recover the possession of the mortgaged 
property by an action of ejectment. These 
remedies are concurrent or successive, as 
the mortgagee may deem proper, and he 
may pursue any two or all three of the 
remedies simultaneously.”
The trustee comes into existence by be­
ing named in the trust indenture, which 
recites his duties and responsibilities. As 
long as the mortgagor meets his indebted­
ness requirements, these responsibilities 
are confined principally to seeing that a 
sinking fund is provided, and payments 
of principal, interest, and taxes are made. 
Upon default, however, the trustee takes 
one of the following steps, usually at the 
request of and indemnification by the 
bondholders:
By the right given in the trust inden­
ture, or, lacking that, by law, the trustee 
takes possession of the property and 
manages it, either directly or through an 
agent, for the benefit of the trust. This 
is usually an orderly and peaceful pro­
cedure, involving an agreement with the 
mortgagor, wherein he acknowledges the 
debt and the default, allows the trustee 
to take possession, and agrees to hold him 
harmless for his acts. More will be said 
later regarding this last clause.
I f  the value of the property is insuffi­
cient security for the mortgage, a bill of 
foreclosure may be filed, in which case a 
receiver may be appointed. Under the 
Chancery Act the court may leave the 
owner of the equity in possession, under 
bond, and require him to account to the 
court. In this case it is the duty of the 
trustee to see that the operations are prop­
erly handled by the owner.
Upon taking possession of the property, 
the trustee becomes definitely responsible 
for all operations, and for making the net 
receipts available to apply on the indebted­
ness. I f  he is negligent in his duty in any 
respect, he is personally  liable for the 
damages and loss sustained. This covers 
not only dishonesty but also errors in man­
agement, errors in judgment, making un­
allowable expenditures, failure to use due
diligence in providing sufficient safeguards, 
and many other similar items which can­
not be covered by a fidelity bond. These 
are the real things the Trustee in Posses­
sion must protect himself against, by set­
ting up adequate checks and safeguards so 
he will always be in the position to plead 
that every care was exercised to protect 
the interests of the trust.
Some of the more common grievances 
which the trustee or his auditor encounter 
are as follows:
Failure to report all income. Both the 
agents and the equity owners have been 
known to have offended in this way. A 
systematic check of income against leases 
and occupancy makes it impossible to 
permanently withhold collections, or make 
use of a “float.” Securities taken in pay­
ment of rentals have a way of getting 
lost, and should be carefully recorded and 
followed until paid.
Im proper operating charges. These may 
take the form of charges not allowable for 
operations under the law. They may be 
the result of collusion with the vendor, 
or may be entirely fictitious. A proper 
audit procedure embraces a complete check 
of all expenditures against paid bills, all 
of which should be in possession of the 
trustee. It often happens that proper ope­
rating expenses are disallowed when the 
trustee is seeking a discharge because he 
is unable to substantiate the payment 
without a paid bill. Decorating bills should 
be carefully checked to see that the same 
quarters have not been decorated more 
often than is reasonable. A concession is 
sometimes given in lieu of decorating, and 
a. check should be made to see that both 
have not been done.
D isappearance o f  equipment. Tenants 
moving from an apartment sometimes like 
to take a keepsake with them. When this 
takes the form of an electric refrigerator 
or a stove, it becomes a serious matter, and 
a system of checking should be installed 
to prevent such occurrences.
P roper insurance coverage is of extreme 
importance if the trustee is to protect him­
self against possible personal liability. 
Appraisals should be made by competent 
men to determine the amount of both fire 
and windstorm insurance which should be
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carried. A careful follow-up should be 
maintained to prevent lapses and, if a 
number of buildings are in the trustee’s 
possession, it is wise to carry an additional 
blanket policy which would temporarily 
cover any lapses.
Policies covering Workmen’s Compen­
sation, Public Liability, and Property 
Damage should always be carried. Failure 
to do so would certainly be considered 
negligence, and the trustee would be per­
sonally liable for damages in the event of 
accidents which are not at all uncommon.
There are various ways by which the 
trustee can safeguard himself against the 
possibility of liability. One of these is to 
provide an internal organization to make 
these audits or checks and to keep an eye 
on the methods of management. There are 
some difficulties in connection with this 
arrangement from the viewpoint of both 
the trustee and the mortgage holder. The 
trustee usually finds that there is a tre­
mendous amount of work involved to 
make these audits in a thorough way. He 
also finds that the expense of maintaining 
a staff sufficient to do this work is pro­
hibitive in relation to the trustee fee re­
ceived. Work of this nature done by the 
trustee has not been considered an operat­
ing expense by the courts and must, there­
fore, be paid by the trustee out of the 
trustee fees received.
The main disadvantage is that the 
trustee, in doing this auditing work, has 
not protected himself against criticism by 
the court or bondholder, inasmuch as in 
the last analysis he has been auditing him­
self, which gets us back to the old query 
of “Who audits the auditor ?” It is a ques­
tion in my mind if, in the event of ques­
tions arising about the operations, the 
court would consider that the trustee had 
used due care and diligence by auditing 
himself in lieu of employing outside ac­
countants to do this important checking of 
the receipts and disbursements and opera­
tion of the property.
As stated before, some court orders or 
agreements specify that the trustee is re­
lieved of responsibility as to the operation 
of the property. Trustees acting under 
such an order naturally assume that their 
responsibility is limited and may think it
not necessary to use the same safeguards 
that they otherwise would. However, a 
legal opinion rendered by one of the lead­
ing Chicago law firms states that notwith­
standing such a clause the trustee is defi­
nitely liable from both a moral and a legal 
viewpoint. It is my advice that trustees 
seek legal opinion in such cases before 
they determine to short-cut any safe­
guards.
It should be borne in mind that while 
a trustee may be protected under a bond 
for defalcation by his agents, neverthe­
less it is my opinion that trustees should 
develop an organization that would pre­
clude any criticism of the court or bond­
holders, and by careful audits prevent 
any defalcation or irregular acts in the 
management of the property.
Based upon past experience, it is my 
opinion that a special department should 
be set up in the trust department to check 
the operations of all properties coming 
under its management, through the analy­
sis of all reports made by the agent direct 
to the trustees. I believe, further, that 
in addition to this internal check, it should 
be the policy of the trustee to have the 
operation of all properties audited regu­
larly by outside, disinterested, Public A c­
countants, and the reports used as a basis 
of the internal check on the agent’s 
operations.
Such a report should be supported by 
schedules showing Rental Income, Dis­
bursements on both cash and accrual 
basis, a Balance Sheet, a report on the 
occupancy trend, Accounts Payable, and 
an analysis of the trustee’s Income Ac­
count, showing credits for the net receipts. 
Other supporting detail should be added 
as the occasion might require. Such a 
report periodically places in the hands of 
the trustee a concise picture of the opera­
tion of the building which can be used as 
a basis of operating control for the 
trustees and the Bondholders’ Committee, 
and will be of great value at the termina­
tion of the Trusteeship.
Let me urge you as auditors to go on 
record as recommending to your superior 
officers that every possible safeguard be 
placed around every act of the Trustee in
( Continued on page 49)
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B a n k  E x a m i n a t i o n s *
by F r e d e r i c k  H. H u r d m a n , C.P.A. New York City
BE F O R E  launching into a discussion of some of the practical phases of the 
question upon which I have been asked 
to speak this evening, I should like to 
make a few general observations which 
have a bearing on the subject.
For many years the accounting profes­
sion has occupied an increasingly impor­
tant position in the life of that part of the 
business community devoted to trade and 
industry. At first its work was largely con­
cerned with the detection of errors in 
bookkeeping and uncovering defalcations. 
As the accountant became better equipped 
through training and experience, his im­
portance in the business community in­
creased.
Today it is unusual to find an under­
taking of any importance in the industrial 
world in which the professional account­
ant is not called upon for some measure 
of advice or guidance. This reflects the 
increasing responsibility which has been 
placed upon the accountant by those ex­
tending credit and by the public in general. 
Today the work of the accountant is 
almost indispensable to the credit depart­
ment of a bank. The Federal Govern­
ment now requires that the accountant 
shall interpret those facts which should be 
presented to the public in connection with 
corporate affairs.
I believe it safe, therefore, to say that 
the professional accountant is now a 
necessary link between industry and the 
banker and public.
In England and Scotland, the value of 
the accountant in the conduct of sound 
business has been recognized for many 
years. But today the accountant in the 
United States, at least in some respects, 
occupies a position of greater importance 
than the accountant in the older countries.
This is as it should be in a young country 
where initiative has, in the past at least, 
been given its head. Here, the accounting
*Address delivered before the December meet­
ing of the New Y ork State Society of Certified 
Public Accountants.
profession has endeavored, at all times, to 
keep pace with changing conditions and so 
has been of incalculable assistance to busi­
ness growth and development. The work 
of the accountant has not been limited to 
interpreting the financial position and the 
operating results of business enterprises 
for the banker and the public. He has 
assisted management in working out plans 
of consolidation and reorganization, in 
adapting systems of accounting to changing 
methods of doing business as well as 
presenting the results of business trans­
actions to management in such form as to 
permit intelligent direction of affairs.
I do not propose to offer an opinion on 
the adequacy of compensation received by 
the accounting profession for the vital part 
it has played in the development of busi­
ness organization and methods. Un­
questionably industry has received bene­
fits far beyond the expense incurred. 
Bankers and the public have profited 
gratuitously by reason of these services.
It is interesting to note that during the 
period of development the banker has 
gradually come to recognize the value of 
the accountant to his customers. Has he 
been consistent in his recognition of the 
value of accountants’ services? Has he 
considered how these services might bene­
fit his own affairs? I think not.
In searching for a reason for such in­
consistency, I have asked myself the 
following questions:
1. Is it because the banker believes that 
although the accountant is qualified to 
assist all other types of business some 
omission in his training or equipment 
leaves him unable to be of assistance in 
connection with operating a bank?
2. Is it because he thinks that the present 
examinations by governmental depart­
ments furnish him with everything that he 
should have or might expect to get from 
the professional accountant?
3. Is it because he hesitates to add one 
more item of expense even though that 
item might produce for him and his board
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information which would enable him to 
return to the stockholders larger profits 
than they had received in the past ?
4. Is it because he fears the result of a 
full disclosure of the bank’s affairs though 
he always demands such a disclosure in 
relation to borrowers?
I do not wish to infer that bankers have 
ignored the accounting profession in the 
examination of their institutions or in the 
solution of problems arising in the opera­
tion of their banks. However, it is safe 
to say that the type of examination with 
which the banker has been satisfied has 
been inferior to that generally demanded 
for industry. The banker’s attitude is the 
more remarkable when we consider the 
important part he has played in determin­
ing the kind of examination needed by 
industry.
Generally speaking, the type of exami­
nation which the banker has asked of the 
accountant has been one which would con­
sume a minimum of time and cost the 
least amount of money.
The banker has considered the exami­
nation by the committee of directors as 
something approaching a nuisance, in view 
of the fact that his bank is also examined 
by a governmental agency. He has recog­
nized that the committee is composed of 
busy men and that they should not be 
asked to count cash, scrutinize loans and 
securities and do the hundred tasks 
necessary to even a limited examination of 
the bank’s condition. So the accountant 
is called in. Though he is asked to verify 
the figures on the bank’s statement, the 
attitude of the banker frequently indicates 
that he thinks the accountant is only per­
forming routine acts which do not warrant 
more than a nominal charge. Actually 
the accountant is assuming responsibili­
ties for which he should be adequately 
compensated.
I f  the accountant adopts the attitude of 
the banker and undertakes his assignment 
without full recognition of its implications 
and responsibilities, he may fall far short 
of the needs of the trustees who are rely­
ing on him to furnish a full and complete 
statement of the bank’s affairs.
I t  is obvious that the obligation of the 
bank for a thorough audit is actually
greater than the obligation which rests 
upon industry. Bankers are probably 
about the only class who boast about the 
amount of money they owe. I refer to 
deposit liability. An industrial corpora­
tion, with a comparable debt, would 
probably be obliged to have its accounts 
authenticated by some reputable firm of 
accountants.
It is not sufficient for the banker to. 
rely solely on the examinations conducted 
by some governmental agency. Without 
question, events of the last few years have 
had a decided effect in impressing upon 
directors of commercial banks and trust 
companies, and upon the trustees of sav­
ings banks, a keener and fuller apprecia­
tion of their duties and responsibilities. 
To directors and trustees who are con­
scientious in the discharge of their duties 
this responsibility has been the cause of 
much concern and serious thinking. I 
know that there are banks which today are 
faced with a difficult problem in securing 
responsible business men who are willing 
to serve on their boards.
This situation constitutes a challenge 
which calls for thought. It strikes at the 
very foundation of our banking structure 
— confidence on the part of depositors— 
the public.
I f  a banking institution publicly avowed 
that its business was to be wholly ad­
ministered by executive officers it would 
not long retain the confidence of depositors 
or stockholders. The wisdom of delegat­
ing the management of a bank to a board 
of experienced business men of sound 
judgment, who recognize their responsibili­
ties, cannot be questioned. The success 
or failure of a bank depends very largely 
upon the extent to which its directors or 
trustees exercise good judgment in the ad­
ministration of its affairs and vigilance in 
the supervision of its activities.
Recent trends toward government con­
trol of banking cannot minimize this. 
Indeed, the prospect of political inter­
ference only emphasizes the need for 
strong and wise directorates to forestall 
unsound banking. I f  politicians are given 
any voice in these matters it must be 
anticipated that they will seek to avoid all 
responsibility and lay the blame for mis­
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takes on the directorate.
In view of these things, let us consider 
what steps may be taken to reassure bank 
directors and trustees who now hold office 
and those who may be invited to serve on 
the boards of financial institutions. I 
believe that these men must know that in 
the future they will be furnished with 
complete information as to the bank’s 
affairs. Only by this means can they 
exercise intelligent supervision and acquit 
themselves of their responsibilities in a 
satisfactory manner.
For obvious reasons it will be necessary 
to continue the periodic examinations 
which are now conducted by governmental 
bodies. W e cannot hope to dispense with 
these examinations if  Federal and State 
authorities are to exercise the control over 
these banks which is required by law. I 
believe that lack of a clear understanding 
of the purpose and scope of these exami­
nations has led trustees to rely upon them 
for a degree of protection which they were 
not intended to afford. The primary pur­
pose of the Federal or State examinations 
has been to show that an institution was 
or was not solvent, to call to the attention 
of the directors or trustees unsound loans 
or investments and to see that provisions 
of the law with respect to the operation 
of these banks had not been violated.
These examinations were not intended 
to assist or direct the board in the per­
formance of its regular duties, although 
they did criticise certain actions and point 
out what particular sections of the law, if 
any, had been violated.
I  have been reliably informed that many 
bank examiners hesitate to advise a bank 
as to the adoption of some specific policies 
fearing that they be confronted later by a 
reminder of such advice to their own em­
barrassment.
The law in New York State requires 
that these examinations be supplemented 
by independent examinations at specified 
intervals by a committee representing the 
board, with or without the assistance of 
qualified accountants. While the national 
banking act does not specifically require 
such examinations, the by-laws usually 
contain such provision.
The government examiner is not subject
to the direction of nor does he take in­
structions from the board, so unless the 
directors, through their own representative, 
arrange for an examination which will 
produce a report directed to them cover­
ing all of the phases of the bank’s opera­
tion on which they should be informed, 
they may never be in possession of suffi­
cient data to enable them intelligently to 
formulate policies or direct the affairs of 
the institution for which they are respon­
sible. It is not sufficient that information 
be supplied by the officers of the bank. 
Self interest may deter those officers from 
making a full disclosure.
In recent years, because of the publicity 
given to bank failures and weaknesses dis­
closed in our banking system, there has 
been much criticism leveled at the type of 
bank examination made by governmental 
agencies. In some instances this criticism 
may have been justified. However, it has 
been our general observation that these 
examinations, within their scope, were well 
conducted and provided a valuable con­
tribution toward the information necessary 
for the proper conduct of banks. They 
also served, in most instances, as a salu­
tary brake on practices which, if con­
tinued, would have been damaging. But, 
because these examinations were con­
ducted by a governmental bureau, the ten­
dency was generally to assume if a condi­
tion or practice was not criticized by an 
examiner that it was entirely proper to 
perpetuate that condition or practice. By 
reason of this attitude, the directors, in 
many cases, were lulled into a state of 
apathy.
A growing number of directors are 
reaching the conclusion that it is a mistake 
to lean too heavily on governmental ex­
aminations and recognize the increasing 
importance of the examination required 
from the board’s committee. The fact 
that the time of these directors is limited 
and that they are not by training capable 
of making a thorough examination has led 
many to seek other agencies to perform 
this duty. This attitude has been strength­
ened, in many instances, by a realization 
on the part of directors that in the past 
transactions have been approved by them 
without the slightest personal knowledge
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as to such transactions and by a deepening 
sense of the very definite financial liability 
thereby incurred.
The obligation of the directors to see 
that the examination by its committee is 
not a perfunctory one is emphasized in a 
pamphlet issued by the Comptroller of 
Currency. In this pamphlet, which is writ­
ten for the information of directors of na­
tional banks and is largely devoted to a 
comprehensive plan for the conduct of 
examinations, the Comptroller says :
“An examination twice a year by a 
committee of directors, or by account­
ants at the instance of the board, who 
will give sufficient time to the work to 
make it thorough and complete, cannot 
fail to be of great benefit to all con­
cerned, and this the directors owe to the 
shareholders who have placed them in 
positions of trust.”
I should like to add to this statement 
of the Comptroller that the directors owe 
it also to depositors and to themselves.
W ith this awakening sense of responsi­
bility and consciousness of personal liabil­
ity, directors have, in many cases, turned 
to the public accountant. They have per­
haps tardily realized a new significance in 
what the accountant has done for industry 
and have visioned his possible usefulness 
in the banking field.
I do not propose to attempt tonight to 
detail all of the matters in which account­
ants can render advice to bankers nor to 
outline a program for the examination of 
banks. I shall, however, make a few ob­
servations with the hope of indicating 
some of the benefits which would follow 
were the accounting profession to acquire 
a position in the banking world similar to 
that which it now holds in the industrial 
field.
I f  the accountant is to realize the pos­
sibilities of the situation he must first 
overcome the same tendency on the part 
of bank officers and directors as has been 
noted in industrial corporations, to engage 
accountants to assist them in their exam­
inations and then to unduly limit the scope 
of the work to be done. Such restrictions 
greatly lessen the value to be derived from 
an examination.
At this point let me state that the prog­
ress of the profession in the banking field 
will be slow unless those who undertake 
the work equip themselves properly for 
their task. To the accountant who will 
not take the time necessary to understand 
the workings of each department of the 
bank my advice is to pass up this class of 
work until you have acquired that knowl­
edge. It is not only necessary that the 
accountant shall possess specific knowledge 
and experience in the banking field, but it 
is extremely important that he should have 
a competent and adequate staff of assist­
ants.
The start of the accountant’s examina­
tion is of the utmost importance. At that 
moment he must obtain control of all of 
the assets of the bank in order to prevent 
substitutions. Adequate explanation should 
be obtained for all cash items found in 
the cash account and the final disposition 
of these items be ascertained by the exam­
iner. In a recent examination, upon dis­
covering that no overdrafts existed, it was 
found that the cash contained depositors’ 
checks which, if they had been charged to 
the respective accounts, would have re­
sulted in overdrafts which, under the law, 
must be reported to the directors. Bal­
ances on deposit with other banks must be 
verified in the same way as a similar item 
in an industrial audit. In this connection 
returned items to be charged back to de­
positor’s account should be scrutinized. 
An investigation of such items in a com­
paratively recent examination disclosed a 
“kiting” operation which, if it had con­
tinued, would have had a serious effect on 
the solvency of the bank. The illegal 
procedure in question had been permitted 
by an officer without the knowledge of the 
president or the directors. It is good prac­
tice to secure independent confirmation of 
items out of the bank’s possession. Re­
ceipts which may have been good at one 
time may not at the date of an examina­
tion furnish satisfactory evidence as to 
the location of securities. In the examina­
tion of collateral to loans, securities, bonds 
and mortgages and real estate it should be 
seen that title vests in the bank or that 
suitable instruments are in possession by 
means of which title may be transferred.
The Comptroller of Currency has out­
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lined a very complete plan for the verifica­
tion of loans and discounts. It is usually 
the item of loans and discounts which 
creates trouble for banks. For this reason, 
thoroughness in the verification and valua­
tion of loans is an essential part of any 
real examination. A considerable study 
and analysis is required to portray the 
facts adequately. It involves a study of 
credit files, for which the accountant is 
eminently qualified by experience, a survey 
of the history of the loans, as indicated 
by the liability records, and the securing 
of reliable data with respect to securities 
held as collateral, which are not readily 
marketable. Maintenance of accurate rec­
ords showing the liability of borrowers, 
direct and indirect, is highly important. 
Without such a record unnecessary diffi­
culty will be experienced in studying loans 
and officers and directors cannot properly 
pass judgment on those submitted for 
their approval nor ascertain whether or 
not legal limitations have been exceeded.
In my opinion it would be rare indeed 
to find a committee of directors who could 
make an adequate examination of loans 
and discounts in a bank of any size. The 
assembling of facts with respect to the 
loan account can be unquestionably most 
efficiently and effectively accomplished by 
competent accountants. A comprehensive 
presentation of these facts to the board is 
necessary to enable them to exercise their 
judgment on matters which it is essentially 
their function to review.
The method of internal control should 
be carefully studied. Adequate control 
will go a long way toward preventing 
manipulation of depositors’ accounts, one 
of the most difficult items on the balance 
sheet for the auditor to verify satisfac­
torily.
In a case which was brought to my at­
tention, cashier’s checks had been drawn 
to the order of the bank for the amount 
of profits realized on the sale of securities 
during one reporting period for the ex­
press purpose of deferring income to a 
later date, which income was then to be 
used as an offset to losses which the offi­
cer did not intend to report to the board. 
By a similar use of cashier’s checks or 
certificates of deposit it would be possible 
for a bank to conceal borrowings from its
board and the public.
In connection with the preparation of a 
statement of earnings, care should be used 
to see that the statement actually portrays 
the result of operations. It is possible by 
an erroneous method of accruals and by 
the misuse of reserves for a bank to pre­
sent a distorted picture of the operating 
results for the period under consideration.
I could comment in great detail on the 
various steps to be followed in the course 
of typical bank examinations. These steps 
will be obvious to those of you who are 
familiar with this type of examination. It 
would take several sessions to discuss fully 
the detailed procedure to be followed. To 
those who are inexperienced in this field 
my advice is to acquire sufficient knowl­
edge of its specific problems before ven­
turing thereon and not to undertake ex­
aminations without an organization thor­
oughly familiar with the inside workings 
of a bank.
I have not mentioned the examination 
required for the foreign, bond or trust 
departments of a bank. In many cases 
the trust department is as large or larger, 
from the standpoint of assets involved, 
than the bank itself. Many directors have 
found it advisable to institute special ex­
aminations of these departments. The 
work of the trust department includes defi­
nite responsibilties and presents many tech­
nical problems in bookkeeping and proce­
dure. The arguments which have been 
advanced in favor of a corporate trustee 
as against an individual trustee have been 
the continuity of its corporate existence, 
the broader scope of its experience and 
the facilities at its disposal. These argu­
ments have not always been justified. 
Many instances have come to light in 
which subordinates have been entrusted 
with the interpretation of instruments and 
making decisions which should have been 
done by higher officers. The conscientious 
director should see that the methods em­
ployed are such as will best protect the 
trust placed in his institution and will in­
stall means to insure handling these trust 
responsibilities in the best way possible. 
The accountant surely by his experience 
is capable of making this study, of calling 
to the attention of the directors conditions 
which should be changed and of recom­
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mending the course to be adopted.
Perhaps no field in the banking world 
has been more neglected than that of sav­
ings banks. Because these banks are mu­
tual and the public, represented by the 
depositors, hold the entire stake, there is 
a further reason why trustees should in­
sist on a review of the bank’s affairs by 
their own representatives. Relatively few 
of these banks have availed themselves of 
the assistance to be rendered by indepen­
dent accountants. It is my opinion that 
there is a growing realization on the part 
of savings bank trustees that accounting 
methods and procedure which have been 
in effect for many years are now outmoded 
and fail to meet the needs of today.
As a result of conditions arising during 
the past few years, savings banks today 
find themselves confronted with serious 
problems created through defaults in con­
nection with their bond and bond and 
mortgage investments. Numerous fore­
closures have been completed or are in 
process and real estate holdings of these 
banks have increased greatly. This has 
meant a distinctly new phase in savings 
bank activities. The problem has grown 
with such rapidity that savings banks have 
been unprepared to meet the situation. 
Makeshift records were at first tried but 
as the difficulties became more acute it 
was found that definite steps were required 
to meet it. As has been customary among 
banks, there was an exchange of ideas be­
tween banks handling these matters and 
accounting forms were adopted generally 
without regard to their fitness in a parti­
cular bank. W ere such a situation to oc­
cur in an industrial corporation, the first 
step would undoubtedly be to call in ac­
countants to advise and suggest the system 
best suited to care for the condition. As 
a result of the faulty procedure adopted 
by these savings banks, many of their rec­
ords are inadequate and afford no proper 
control.
By devising adequate records for the 
control of income and expense in connec­
tion with real estate holdings acquired by 
savings banks under foreclosure, an ele­
ment of weakness may be converted to an 
advantage. In many instances it has been 
demonstrated that under proper manage­
ment property can be taken over, rehabili­
tated and placed on a self-sustaining basis, 
and actually become a better investment 
than the bank formerly had in its bond 
and mortgage loan.
The trustee of a savings bank occupies, 
if anything, a position of greater trust and 
responsibility than does the director in a 
commercial bank. There is all the more 
reason, therefore, why he should be fully 
informed by someone independent of the 
management if he is to faithfully and effi­
ciently administer the trust imposed upon 
him when he accepted his appointment.
A few concrete cases which have come 
to my knowledge during the past year may 
illustrate more clearly than anything I have 
said the position which, in my opinion, the 
accountant should attain in his relations 
to the banking world.
A director of a national bank, realizing 
that he knew very little about his institu­
tion or what was going on, convinced the 
other members of the board that com­
petent advice should be obtained from the 
outside. A  firm of accountants was re­
tained to make a thorough investigation of 
the bank, its policies and its personnel. A 
report was made which showed a financial 
condition much more serious than sus­
pected by any director. Knowledge of 
the actual situation could not have been 
readily gained from a study of the report 
of the national bank examiner. The sys­
tem employed was wholly inadequate. 
Definite recommendations were made for 
changes to insure the greatest protection 
to the bank and the production of adequate 
and reliable information for the guidance 
of the board, and were also made with 
respect to the personnel. After due con­
sideration by the whole board, at a meet­
ing attended by a representative of the 
accounting firm, a free hand was given to 
that firm to revise the system and institute 
suitable reforms. Active steps are now 
being taken to reorganize the personnel 
and generally to conduct the affairs of the 
bank in a manner consistent with the best 
practice among first-grade institutions.
Another institution, with assets of a 
total placing it well up in the class of im­
portant institutions in this city, asked a 
firm of accountants to assist in revising
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the form of financial report which they 
had been rendering for years to their 
board. It was found that this financial 
report consisted of a trial balance showing 
in one column the asset and expense ac­
counts as of a given date in comparison 
with the same accounts at the same date 
the previous year. On a separate sheet the 
liabilities and income accounts as of the 
same date were compared with comparable 
data of the previous year. It was discov­
ered that the occasion for the change arose 
out of the fact that one director, wishing 
to know how much money the bank had 
made or lost for the period, came to the 
meeting a half hour ahead of time so that 
he could compute the result for himself 
by taking the income and expense accounts 
and making his own calculations.
A savings bank, which has for years 
been regularly examined monthly by a firm 
of accountants, had on its board two men 
who, fully realizing their responsibilities 
for the first time and realizing that they 
were not securing all the information they 
should have concerning the bank, called 
in a firm of accountants to make an ex­
amination and report. As a result of the 
report the firm is not only making the 
examination required by law but now is 
called upon as consultants and asked to 
study conditions in connection with the 
operation of the bank and present facts in 
such a manner that the board of trustees 
can quickly reach conclusions. The firm 
has by its advice in one matter alone saved 
to the bank a large part of its annual re­
tainer. It is interesting to note in this 
connection that the fee now earned by this 
firm greatly exceeds that paid to its pre­
decessor.
The instances which I have cited have 
convinced me of the following:
1— Banks have not availed themselves of 
the service of certified public account­
ants to anything like the extent com­
parable with that of industrial corpora­
tions.
2— I am confident that a greater use by 
banks of the services of certified public 
accountants would result in benefit to 
the banks in a more intelligent por­
trayal of conditions to the end that di­
rectors would be able to direct intelli­
gently and to the end that greater con­
fidence may be developed by the public 
in the conduct of our banks. It is also 
evident to me that closer relations be­
tween the banker and accountant would 
give to the banks advantages other than 
those gained from intelligent reports on 
financial condition. Some of these ad­
vantages might be
a— The discovery of weaknesses in 
method of internal control. 
b— Assistance in organizing and de­
vising plans for continuous internal 
audit.
c— Advice in devising and installing 
up-to-date systems where needed 
and introduction of labor saving 
devices.
d— Installation of improved types of 
reports to be prepared by depart­
ment heads for guidance of officers. 
e— Introduction of more informative 
reports for directors. 
f— Development of cost systems. 
g— Study of tax problems. 
h— Intelligent investigation of trust 
department problems. 
i— Competent and intelligent presen­
tation of facts in connection with 
complicated loan situations.
3— The directors should properly appraise 
the examinations being conducted by 
governmental agencies and insist that 
those examinations be supplemented by 
investigations conducted by agencies of 
their own choosing who will report di­
rectly to them and be available for con­
sultation and advice at all times.
4— The practice of conducting perfunc­
tory examinations should be discour­
aged both by accountants and directors.
Trustee in Possession
( Continued from  page 42)
Possession. I f  the trustee performs 99 
real progressive and constructive acts for 
the benefit of the Trust and slips on the 
100th, I do not need to tell you gentlemen 
how he will be condemned for all his 
operations, held up to ridicule before the 
public, or how far-reaching the effects 
may be in other departments of the 
bank.
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T A L K I N G  S H O P
A D e p a r t m e n t  C o n d u c t e d  b y  L e w i s  G l u i c k , C.P.A.
H A P P Y  N EW  Y E A R , everybody!
Station W C PA  is on the air again, with 
a new program. W e hope you’ll like it. 
As the curtain is rising we hear music and 
the whole troupe singing:
Income Taxes here again,
The Ides of March are near again,
No one has a fiscal year again,
Busy days are here a—gain! 
and we see that we are in for a minstrel 
show. The Kid and the Youngster are the 
end men; and your announcer, Oldtimer, 
is the interlocutor.
Bones: Mister man in de center.
Inter: Yes, Mr. Bones.
Bones: Does you all need de services of 
a fust class junior?
Inter: I ’m not sure, Mr. Bones, but 
tell me. Do you know what a junior is?
Bones: Deed ah does, boss. A junior 
am de boy de boss hires to carry his bag 
around to impress de clients he hasn’t got.
Tam bo: H aw ! H aw !
Applause.
Bones: Dat Tambo thinks he so smaht. 
You ask him boss; does he know what am 
tecneek ?
Tambo: Tek who?
Bones: Tek neek.
Inter: That is spelt t-e-c-h-n-i-q-u-e, 
Mister Tambo.
Tam bo: Oh. You mean teck-nee-que.
Bones: Well, whatever you call it, does 
you know what it means ?
Tam bo: Lemme see. Yes. Teck-nee-que 
am the way ob accomplishing de impos­
sible wid de greatest amount of difficulty.
Inter: Very good, Tambo, but you are 
going to get into difficulties if you don’t 
give the Thursday night showboat an as­
sist on that play.
Bones: Cause if  he don’t, it will be an 
error; and will dey be put out!
Tam bo: Dat Bones man know more old 
jokes dan eny man ah ever seen.
Inter: Well, do you know any newer
ones?
Tambo: Lemme think.
Bones: Wid what ?
Inter: Well, while Mr. Tambo is think­
ing, let us have another song  from the 
chorus.
Bones: Why not you sing one, Mr. 
Boss.
Inter: All right, to a very old tune, from 
the lovely operetta of 1910, Madame 
Sherry :
Every regulation has a meaning, all its 
own;
Each kind of taxation of some special 
form is shown.
And every time there’s a court decision, 
Regulations get a revision; and in spite 
of all derision 
Keep their meaning, all all alone.
All Hands: Bravo, Oldtimer! E ncore!
Bones: Go ’head boss; Tambo’s still 
thinking.
Inter: O .K. I f  you can stand it I can.
He fills out the form, with the greatest 
of ease,
This learned young man with the many 
degrees.
He makes calculations, as nice as you 
please,
Does this very expert C. P. A.
And now, is the chorus ready?
Some times I ’m happy, some times I ’m 
bloo-oo
Depreciation depends on you-oo 
I never minded bulletin E f,
But rules are now in a  dif’rent clef.
Some times I love you; some times I hate 
you.
I hate you ’cause I can’t abate you 
And so I ’m asking what can I do,
With T. D. Forty-four twenty-two.
Tambo: And does you all call that 
potry ?
1935 T H E  C E R T IF IE D  P U B L IC  ACCOUN TANT 51
Inter: O f course not; don’t you know 
that poetry is not allowed in this shop ?
Bones: Don’t let him get away wid dat. 
Make him tell a joke.
Inter: That’s right, Mister Tambo. It 
is your turn.
Tam bo: Does you all remember de good 
ol’ days of twenty-nine? When de day 
befo’ Crismas de boss would throw a pahty 
fo de staff; and tell dem all what raises 
day’d get de nex year?
Bones: (sniffling) Does I?
Tam bo: Well, now all dey say is C.P.A.
In ter: And what do they mean by that ?
Tam bo: Can’t Promote Anybody.
Bones: Mister, let me say a piece.
Inter: Are you sure it isn’t poetry?
Bones: Absitively!
Inter: All right then; but be brief.
Bones: Befo’ de big depression came, 
our job it was a cinch.
W e all had money in de bank, and 
never felt a pinch.
Now all de folks wid stocks and bonds, 
dat thought dey were so clever,
Are wuking for P. W . A .; dem days am 
gone fo’ever.
Inter: Come, come, boys. Things aren’t 
as bad as all that.
Tam bo: No, boss. Dey’s wuss.
Inter: Such pessimism! Don’t you 
know that even the bankers are now sup­
porting our good President?
Tambo: Corse dey are. Dey woudn’t 
let a good man starve to death.
In ter: That will be enough of that.
Tam bo: Ah bet you a dollah dat Bones 
don’t know what pessimism is.
Inter: Never mind the betting Tambo. 
We can find out by asking him. Mr. 
Bones: Do you know what pessimism is ?
Tambo: Don’t you let him get away wid 
de donut or belt and suspenders gags, boss.
Bones: Don’t you worry, boss. Ah’s up 
to date. A pessimist am a man what thinks 
taxes are going higher; and de optimist 
am de man what knows dat dey can’t, 
cause if dey do, dere wont be nothing left 
to tax.
Inter: Well, that will be enough; our 
time is short. Let us have a closing chorus:
Just around the corner is a rainbow in the
sky.
So let’s have another leven twenty
And I ’ll have a thousand forty Y .
Station W CPA  is now signing off for 
another year; which we believe the listen­
ers, if any, will appreciate. Good night!
Fred Lehn got back from a business 
trip to Russia quite some time ago, but we 
haven’t had space to note it till now. He 
expressed great surprise at the common­
ness of abacci as the chief accounting ma­
chine in that up-and-coming country. He 
evidently forgot our item on page 27 of 
the January, nineteen thirty-two issue.
Fred also opens our hobby department; 
he likes to play the piano; and how ! 
Colonel Montgomery is interested in rais­
ing conifers on his Greenwich, (Conn.) 
estate. Ed Gluck is a member of the Man­
hattan Chess Club of New Y ork ; when at 
Columbia University he was Captain of 
the Chess Team there. Clarence Carter is 
a member of the New York Bridge Whist 
Club. Neil Wandmacher is intensely inter­
ested in dramatics; he acts in and/or 
coaches all kinds of performances, and 
has even been paid money on a few occa­
sions, thus ruining his amateur standing. 
Simon Loeb’s passion is Lifesavers; espe­
cially if he can “borrow” them from our 
worthy president. He also likes salted 
nuts. Lucius Coleman has a very literal 
hobby; he likes to ride horseback; so far 
he has left the emulation of the Prince of 
Wales to his partner Sam Kingston.
Starting in October the College of the 
City of New York gave a series of lec­
tures on Municipal Finance. Regular ma­
triculated students were allowed to take it 
for credit on payment of a fee. To others 
there was no charge. Attendance has 
averaged well over 500 per week. Bill 
Donaldson was in general charge of the 
course; and other C.P.A.’s who lectured 
were Duncan M cInnis and C. J . Maxcy.
A certain fraternal insurance organiza­
tion has more or less recently opened its 
membership to C.P.A.’s as a class occu­
pation, and is eagerly trying to get one 
C.P.A. in each locality to join the local 
lodge. In return for auditing the accounts 
of the lodge the C.P.A. will be exempted 
from dues by some lodges; others will give 
him a particularly good opportunity to
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make new clients among the brethren. A 
swell chance for about 600 of our mem­
bers, but if the organization won’t use our 
advertising columns, how can our boys 
know about it?
W e don’t know how Philo would reason 
about this, but it seems that two debits 
can cancel each other. At least two pieces 
of hard luck did that to each other for us 
the last week in November. W e had 
counted on going to the Army-Navy game 
in Philly on the first of December; a letter 
miscarried, and we never got the tickets; 
then we got the grippe, so that evened up; 
for if we had had the tickets, we could not 
have used them. And considering the 
weather, a dry radio was better than the 
wetness of Franklin Field.
The following is hereby awarded the 
red, white and blue cellophane medal, with 
palms, for the best laugh of 1934:
HOW  H E P R O P O SE D  
T he N ew s will pay $2 fo r  every letter 
printed on “H ow  H e P roposed .” B oth  
men and w om en are eligible to submit let­
ters. A ddress D oris B lake, T he N ew s, 220 
E . 42nd St., N ew  Y ork, N. Y.
1+1  =  1 
“Dear Miss B lake: He was the part- 
time accountant employed by my firm to 
prepare the monthly statements. When we 
had already become good friends, I 
glanced at a statement and found that he 
had added 1 and 1 to equal 1. ‘Your kind 
of accountancy looks queer to me,’ I 
laughed. ‘How can 1 plus 1 equal 1 ?’ He 
grinned. ‘I t ’s quite simple. Let’s suppose 
that a minister added you to m e; wouldn’t 
the total be one happy couple?’ Later we 
tested his theory and found it correct.
“Mrs. A. K .”
Our book reviewers gave due notice to 
Lasser’s “Federal Securities Act Proced­
ure,” but failed to bracket with it a newly 
enlarged edition of an old work. W e refer 
to ‘False Financial Statements’ ” by A. E. 
Fixel, published by Bender of Albany, N. 
Y . The book presents the curious condi­
tion of the tail wagging the dog, for the 
appendices take 243 out of a total of 598 
pages ; and Appendix A, which gives the
statutes of every  State pertinent to the 
title, is quite the most valuable part.
We believe our female readers (Yes, 
we have some) will find the case of Sage, 
31 B T A  No. 137 more interesting than 
will the male. Oldtimer Mitchell, who did 
so much tax work in Florida during the 
boom days should find some informative 
data. I f  you want to know how Public 
Utility experts get that way, and also how 
much they get, or got, read the case of 
Maltbie, 31 B T A  No. 126.
Bad management somewhere brought 
the Jersey and New York meetings on the 
same night, December 17. W e surely en­
joyed hearing Geo. McLaughlin talk at 
New Y ork ; and he put over a fast one on 
us that will bear repetition. In his talk he 
said, and repeated, that no bank directors 
were capable of making the statutory ex­
amination required of them; and therefore 
properly hired C.P.A.’s to do it. When 
the meeting was thrown open to questions 
we asked: “Would it not be well to ar­
range to have at least two C.P.A.’s on 
every board of bank directors ?” Quick as 
a flash the president of the Brooklyn Trust 
Co. replied: “Most of you wouldn’t be 
qualified. It takes 25 shares of stock to 
be a director.” W ith Kings County Trust 
quoted at eighteen hundred dollars a 
share; and First National at fifteen hun­
dred a share, was our face red !
The Connecticut meeting on the 18th 
was also devoted to Banking. And we en­
joyed it. As far as we can determine 
Lewis and Kathryn Sagal are the only 
brother and sister act in Certified Public 
Accounting. W e renewed acquaintance 
with several men and made a lot of new 
and pleasant contacts. Maurice Blanchard 
went back to New York on the train with 
us. He has been spending most of his 
time there for several months on a peculiar 
engagement; and his partner Norman 
Webster, has in consequence spent most 
of his time at the Hartford Office. The 
dinner at the New Haven Lawn Club was 
gastronomically satisfactory. And the 
new color scheme of the railroad coaches 
is most modernistic.
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C .  P .  A .  E x a m i n a t i o n  Q u e s t i o n s
N ovember, 1934
A c c o u n t i n g  T h e o r y *
Q U EST IO N  1:
The Z Company, not engaged in the security business, but wishing to invest 
surplus funds for possible expansion or distribution to stockholders at some in­
definite future date, purchases stocks and first-mortgage bonds of other com­
panies listed on the New York Stock Exchange. During an eight-year period 
no securities were liquidated other than for reinvestment and the total amount 
invested increased only slightly through the excess of additional contributions 
over net losses from sales. At the close of the fiscal year ended June 30, 1934, 
the facts with respect to its investments then owned were as follows:
Particulars S tocks Bonds
Par or stated value ...................................................................  $356,566.00 $87,400.00
Cost, carried on books of accou nt........................................  583,113.34 96,619.08
Market ............................................................................................ 406,059.06 82,736.00
Cost or market, whichever is lo w e r ......................................  395,584.25 80,195.50
Reserve for losses carried on books of account................ 188,000.00 16,000.00
Losses, net, from sales during y e a r ......................................  23,866.22 8,929.10
Ratio to cost of dividends or interest received
during year............................................................................  2.06% 4.27%
Dividends and interest received, together with profits and losses from the 
sales of securities, are cleared through current profit-and-loss accounts. The re­
serve for losses was created by resolutions of the board of directors out of surplus 
but is never used for absorbing current losses. At the end of the fiscal year the 
amount necessary to reduce values to the lower of cost or market is computed 
for the directors and the reserve is brought into approximate conformity by a 
charge or credit to earned surplus. On the balance sheet transmitted each year to 
stockholders the item of investments appears, less the reserve for losses, under 
current assets.
What criticism of procedure or balance-sheet display would you offer? 
Q U ESTIO N  2 :
On March 1, 1934, X , owner of 10% of the outstanding bonds of the Y  
Apartment Hotel Building, acting for the bondholders’ protective committee, ac­
quires title to the building from the receiver in bankruptcy and proceeds to operate 
the building for the benefit of the bondholders. On May 15, 1934, a trust is 
established with the Chicago Title and Trust Company as trustee whereby 80% 
of the outstanding bonds are exchanged pro rata for certificates of beneficial in­
terest in the trust, X  continuing in charge as manager of the trust. Settlements
* T h e  Service of Examination questions conducted by The American Society furnishes 
practically twice as many questions in Theory, Auditing, Commercial Law and Economics 
and Public Finance as could be used by any State Board for a four-hour examination period, 
and twice as many problems in Practical Accounting as would be required for two examina­
tin periods of four to five hours each. A Board using the service makes its own selections 
and adds any special questions or problems which it desires. The questions in Accounting 
Theory follow :
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have been made since March 1 with a number of non-depositing bondholders so 
that at June 30, 1934, only 5%  have not exchanged their holdings for the new 
certificates or have not been paid off. In preparing financial statements at June 30,
1934, you are faced with the following problems:
(a ) What elements should make up the new book value of the land and
building ?
(b) Of what principal elements will net income be composed?
(c ) A net income from operating the building has been earned each
month. Should the resulting earned surplus “date” from March 1 or May 15?
Q U E ST IO N  3 :
The Y  Company has written up its fixed assets to replacement values, and 
proposes to use these values for balance-sheet purposes. How would you treat 
depreciation on the company books and financial statements? Give reasons.
Q U E ST IO N  4 :
Should unamortized bond discount and expense, which is being charged to 
expense on the “bonds-outstanding” method, be adjusted for serial bonds pre­
maturely retired? I f  an adjustment is required, how will it be determined?
Q U E ST IO N  5 :
How would you record profit or loss made by a company, arising as a result 
of purchases and sales of its own common stock, on the open market? State 
reasons.
Would your treatment be different if the profit or loss were made on the 
company’s own bonds?
Q U E ST IO N  6 :
A large production unit of a manufacturing company has broken down, and 
the management decides to rebuild it. To do so involves a considerable expendi­
ture for tearing down the present unit, repairing and overhauling certain parts, 
and reconstruction.
How would you distribute the various costs?
Q U E ST IO N  7 :
What is the meaning of “the present value of a 50-year annuity of $10,­
000.00 compounded annually at 6 % ” ?
On the assumption that money can earn 6% , and that the present value of an 
annuity of $1.00 per year due over a period of 50 years is $15.7618, what should 
an individual realize who wishes to sell his interest in a trust fund from which 
he is to receive $2,400.00 a year for 50 years?
Q U E ST IO N  8 :
A sales manager gives you the following figures relating to a household device 
and asks you to determine the amount of working capital he will require to finance 
his business:
Product X  is the only item sold.
Selling p r ic e ......................................................$100.00 each
C o s t ...................................................................... 50.00 “
Selling exp en se...............................................  20.00 each
Overhead ..........................................................  10.00 “
Net p ro fit ..........................................................  20.00 “
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Estimated sales—
1st m on th .....................................................40 units
2nd month ................................................. ..60 units
3rd m onth ................................................... .75 units
4th month and each month thereafter . 100 units
Sales are to be made on the basis of $10.00 down and $10.00 monthly. The
cash outlay at the time each unit is sold is $80.00. Operations are to begin 
December 1, 1934.
QUESTION 9:
The owner of a beauty-parlor concession of a department store has decided 
to carry his own public-liability insurance. Accordingly, a cash deposit of $20,000 
is made with the store management under an agreement that it is to be used solely 
for the purpose of p a y i n g  claims arising from personal injuries to customers.
How, if at all, would you display this item on the balance sheet of the depart­
ment store?
QUESTION 10:
The Midwest Gas and Electric Company has a 5-year agreement beginning 
January 1, 1934 with the Strikeless Coal Co. whereby it agrees to buy all its coal 
requirements at cost plus 10%, which is to be determined quarterly. The agree­
ment stipulates that the minimum amount of purchases during any calendar year 
shall not be less than $1,500,000.
At September 30, 1934. the total purchased and consumed to date is $900,­
000. The average cost to the utility company during the nine-month period was 
$1.75 per ton, while the average market price of coal during the same period was 
$1.70 per ton. What notes, if any, do you think should accompany the financial 
statements of the utility company at September 30, 1934 with respect to the above 
items ?
QUESTION 11:
Indicate briefly the main differences in procedure between the preparation of 
a budget for a private enterprise and a budget for a municipality.
QUESTION 12:
Explain the theory of depreciation as it relates to municipal buildings and 
equipment.
Q UESTIO N 13:
The X Company has an issue of 15-year 7% debenture bonds maturing on 
June 30, 1947. According to the terms of the trust agreement, $50,000 in cash is 
to be irrevocably placed in a sinking fund on December 1st of each year after 
the first for the purpose of buying up and retiring debentures at the best prices 
obtainable, not to exceed par. A balance of $1,850.00 in cash remains unexpended 
in the trustee’s hands from the first sinking-fund installment of December 1, 1933.
How would you reflect these facts, if at all on the balance sheet of X Com­
pany at June 30, 1934?
QUESTION 14:
Outline the three principal methods of accounting for sales on the installment 
basis, and discuss briefly the merits of each.
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Q U E ST IO N  15:
The capital stock of the Smith Investment Corporation is owned by three 
members of one family. In June 1934, one of these individuals sells certain of his 
personal holdings to the corporation, realizing a profit on some transactions and 
losses on others. He expects to include the resulting net loss in his personal 
Federal income-tax return for 1934, as well as the net loss from sales through 
his broker of other security holdings.
Does the Revenue Act of 1934 permit him to include such losses in his return ?
Q U E ST IO N  16:
What are the provisions of the Revenue Act of 1934 with respect to dividends 
received from foreign corporations?
Q U E ST IO N  17:
The Bee Publishing Company, a non-profit corporation, has operated for many 
years on receipts from subscriptions to the M ethodist Call, a weekly paper. In
1933, however, it became necessary to solicit donations to pay operating expenses. 
The request for donations resulted in cash gifts which were designated for work­
ing-capital purposes or for the purpose of absorbing operating losses. Other 
gifts were not designated for any particular purpose.
How should these donations be shown on the balance sheet and profit-and-loss 
statement at December 31, 1933?
Q U E ST IO N  18:
It is the custom of the Plainville High School District to levy taxes for the 
payment of principal and interest on certain bond issues a year in advance of the 
date on which the principal and interest payments become due. Conversely, prin­
cipal and interest on other bond issues are paid in the period preceding that in 
which the levy for the expenditure is made. How would this situation be re­
flected in a statement setting forth revenue and expenses in the current period, 
and on the balance sheet at the end of the period? The statements are to be pre­
pared on an “accrual” basis.
Q U E ST IO N  19:
What six points can you suggest that should be brought out clearly in annual 
financial statements sent to stockholders?
Q U E ST IO N  20 :
Describe the three kinds of surplus and outline briefly their sources. Do you 
regard it important to maintain their identity on the balance sheet? Why?
Q u e s t i o n s  and A n s w e r s  D e p a r t m e n t
E d it o r ,  W . T . S u n l e y ,  C.P.A., Educational Director 
International Accountants Society, Inc.
Solution to Problem 5 of May, 1934, Examination Service of The American 
Society of Certified Public Accountants published on page 564 of the September,
1934, issue.
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From the statement of this problem it appears that the fractions or formulas 
to be devised are not to be used in calculating the January distribution, although 
such formulas would show the correct results.
The candidate may solve the first part of this problem by simple processes of 
arithmetic, as follows:
D ISTR IBU TIO N  OF N ET PROCEEDS FOR JAN UARY
Gross Sales .........................................................................................................  $18,688.00
D’s share ( ⅛ thereof) .................................................................................... 2,336.00
Working Interest ( ⅞ thereof) ................................................................  $16,352.00
E ’s share (3/16 of working interest) ...................................................... 3,066.00
$13,286.00
Less — Expenses ..............................................................................................  7,427.56
Balance, to be distributed to A, B and C...................................................... $ 5,858.44
(1) 1/16 of $16,352 (working interest). . . .  $1,022.00
(2) Working interest......................................... $16,352.00
Less—E ’s sh are...........................................$3,066.00
Expenses...................................................  7,000.00 10,066.00
$ 6,286.00
1/7 of $6,286.00 ....................................  898.00
$1,920.00
B ’s share:
Total to be distributed to A, B and C ......................................................$5,858.44
Less—A’s sh are ..............................................................................................  1,920.00
Balance ................................................................................................ $3,938.44
½ of $3,938.44 ................................................................................................ $1,969.22
C’s share—same as B ............................................................................................$1,969.22
SUMMARY
Gross S a les ...........................................................................................................  $18,688.00
Less — Expenses..............................................................................................  7,427.56
Net Proceeds........................................................................................$11,260.44
Divided as follows:
A ......................................................................................$1,920.00
B ...................................................................................... 1,969.22
C ...................................................................................... 1,969.22
D ...................................................................................... 2,336.00
E ...................................................................................... 3,066.00
Total (as above) ................................................................  $11,260.44
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In preparing a solution for the second part of this problem, the candidate 
may proceed in much the same manner as previously.
Let S=G ross Sales (proceeds).
X=Expenses.
D is to receive ⅛ or 12.5% of the gross proceeds so we may state D’s share 
as 12.5% of S.
As E  is to receive 3/16 of the remainder (87.5% of S,) E  will receive, 
3/16x87.5%  of S or 16.40625% of S.
The shares payable to A, B and C are the remainder of the gross proceeds 
after paying D and E  and, of course, less the expenses.
This may be calculated in this way:
Total to be distributed............................  100. % of S—X
Less—D’s share .....................................12.5 % of S
E ’s sh are.......................................16.40625% of S 28.90625% of S
Proceeds distributable to A, B and C 71.09375% of S—X
A’s share consists of the sum of two items:
(1) 1/16 of working interest before deducting E ’s share and before deduct­
ing expenses; and,
(2) 1/7 of working interest after deducting E ’s share and expenses limited 
to $7,000.
We may calculate A’s share in this way:
(1) 1/16 of 87.5% of S or 5.46875% of S
and
(2) 1/7 of (71.09375% of S—$7,000) or 10.15625% of S—$1,000 
Total A’s share 15.625 % of S—$1,000
B will receive of the proceeds distributable to A, B and C after deducting 
A’s share. Hence we set up the following formula for B :
71.09375% of S—X — (15.625% of S—$1,000)
 
Removing the parentheses and simplifying this equation, we have:
71.09375% of S—X — 15.625% of S+$1,000
2
or
B ’s share=27.734375% of S+$500—50% of X
As C is to receive the same amount as B, the formula to express his share 
will be as above.
SUMMARY 
A= 15.625% of S—$1,000 
B=27.734375% of S +  500—50% of X  
C=27.734375% of S +  500—50% of X  
D= 12.5% of S 
E = 16.40625% of S 
Total 1,00% of S — 100% of X
The candidate may further prove the accuracy of his formulas by applying 
them to the gross sales and expenses as given in the problem and checking his 
figures against the results obtained in his first solution.
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PROOF
A = (  15.625% of $18,688)—$1,000 o r ................................................... $ 1,920.00
B = (27.734375% of $18,688)+$500— (50% of $7,427.56) o r . . . .  1,969.22
C=(Sam e as B ) o r ...................................................................................  1,969.22
D =12.5%  of $18,688 o r ........................................................................... 2,336.00
E = 16.40625% of $18,688 o r ..................................................................  3,066.00
Total, as above............................................................................. $11,260.44
Note—The formulas as presented in this solution may be applied in any 
month providing, as stated in the problem, the monthly expenses exceed $7,000.
A n o t h e r  T a l e  o f  U n h e e d e d  C o u n s e l
b y  Louis S. G o ld b e r g , C.P.A., Sioux City, Iowa
T HE public accountants were auditing the books and records of a large fra­
ternal organization. This body was well 
managed by a Board of Trustees consisting 
of seasoned men of affairs, all of them 
highly successful in the conduct of their 
own enterprises and their own private in­
vestments.
Everything was found to be in apparent 
good order. The investment securities 
totaled a handsome sum and were all in­
tact. The books were well kept, orderly, 
complete. All disbursements were duly 
authorized and all supported by appropri­
ate vouchers and other documents. Proper 
account was rendered of all recorded 
receipts.
Said the public accountants: “All seems 
well. Only one point needs mention; we 
present it with some hesitation, for it may 
seem to indicate that we seek a further 
assignment. But it is one of the most 
vital in this type of institution. We refer 
to the independent verification of payment 
of membership dues, by direct communica­
tion with the members. Our present in­
structions in this limited audit do not per­
mit our doing that. It means some ex­
pense. All recorded receipts are duly ac­
counted for; but there is no assurance that 
all receipts have been recorded.”
Said the Board of Trustees: “We are 
content. The expense is needless; our 
members should be spared that incon­
venience; and besides, our Secretary is 
bonded.”
Two years later: Quite by chance, when
the accountants were again conducting the 
same limited type of audit, they noted that 
some members were shown by the books 
to be in arrears in their dues whom the 
accountants knew to be in possession of 
current “paid-up” cards. The Board of 
Trustees now consented that the members 
should suffer the inconvenience of direct 
communication, to ascertain just how far 
their receipts showed their dues to have 
been paid. Thus a startling shortage was 
revealed, substantially in excess of the 
amount of the fidelity bond of the Secre­
tary.
The Secretary had been pocketing a 
large amount of dues, over a period of 
years. Cards were issued to the members, 
but their dues did not find their place on 
the cash-receipts book of the organization. 
A systematic plan of annual, direct com­
munication with the members would not 
only have disclosed the defalcation but it 
would in all probability have averted it.
Prevention, gentlemen, not detection! 
Complete audits, not restricted audits!
H ELP ONE ANOTHER 
I am going your way 
So let us go hand in hand.
You help me and I ’ll help you 
We shall not be here very long,
Soon death, the kind old nurse,
Will come and rock us all to sleep 
So let us help one another while we may.
W m . M o r r is .
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S T A T E  S O C I E T Y  N E W S
CALIFORNIA 
The Los Angeles Chapter of the Cali­
fornia State Society of Certified Public 
Accountants had as guest speaker at its 
November meeting E. W. Ellis, member of 
Young, Ellis and Koenig, Economic and 
Financial Consultants, whose subject was 
“Price Policy of the Administration In­
volving Inflation, Managed Currency, Gold 
Basis, and Government Purchase of Gold 
and Silver.”
Myron J. Boedecker, C.P.A., led the dis­
cussion of the month’s happenings in 
finance, economics, and other subjects of 
interest to the profession.
J. C. Thomson, C.P.A., gave a report of 
a special investigation and scientific analy­
sis of market conditions in an intimate 
garment manufacturing industry.
CONNECTICUT 
The Connecticut Society of Certified 
Public Accountants met in joint session 
with a group of Connecticut bankers at a 
special meeting held on the evening of De­
cember 18, 1934, at the New Haven Lawn 
Club, New Haven.
Each group submitted questions which 
were answered by the other group, follow­
ing which there was general discussion.
FLORIDA 
The semi-annual meeting of the Florida 
Institute of Accountants was held on De­
cember 7 and 8, 1934, at the Carling Hotel, 
Jacksonville.
Friday morning, following the address 
of welcome, reports of officers and com­
mittees were heard. In the afternoon there 
was an address by Colonel Robert H. 
Montgomery, of New York City.
Robert E. Payne, C.P.A., of Chicago, 
was the principal speaker on Saturday 
morning, having as his subject “The Re­
sponsibilities, Recognition, and Liabilities 
of Accountants.”
In the afternoon there was a round 
table discussion on “Accounting for the 
Citrus Industry.” The golf tournament 
was held in the afternoon.
Mrs. John A. Hall was Chairman of the 
Ladies’ Entertainment program, which in­
cluded luncheon and bridge at the 
Women’s Club and a sightseeing trip to 
points of interest.
MARYLAND
The annual joint banquet sponsored by 
the Maryland Association of Certified 
Public Accountants, the Baltimore Chapter 
of the National Association of Cost Ac­
countants, the Baltimore Association of 
Credit Men, the Baltimore Group of Con­
trollers affiliated with the N.R.D.G.A. was 
held on Thursday evening, November 22, 
1934, at the Emerson Hotel, Baltimore.
J. Wallace Bryan, Secretary of the 
Maryland Board of Examiners, was toast­
master at the banquet which was attended 
by nearly four hundred. The principal ad­
dress of the evening was made by Henry
H. Heimann, Executive Manager of the 
National Association of Credit Men, who 
spoke on “Recovery and the New Deal.”
M ASSA CH USETTS 
The third meeting of the season of the 
Massachusetts Society of Certified Public 
Accountants, Inc., was held in the Lounge 
of the Boston Chamber of Commerce on 
Monday evening, November 26.
Earle M. French, chairman of the meet­
ing and leader of discussion, introduced 
the guest speaker of the evening, Mr. Mal­
colm P. McNair, Professor of Marketing 
and Managing Director of the Bureau of 
Business Research at the Harvard Grad­
uate School of Business Administration, 
who talked on the subject of department 
store accounting. Before the beginning of 
Mr. McNair’s address copies of forms of
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balance sheets and profit and loss state­
ments for use by department stores had 
been distributed.
M INNESOTA
The November meeting of the Minne­
sota Society of Certified Public Accoun­
tants was held at the Curtis Hotel, Min­
neapolis, on Tuesday evening, November 
27, 1934, with dinner at 6:45 P.M. The 
meeting was in joint session with the 
Minneapolis, St. Paul and Duluth Clubs of 
the I.A.S. Forum.
William T. Sunley, C.P.A., of Chicago, 
was guest speaker at dinner and at the 
general meeting which followed.
On November 13 members of the Min­
nesota Society of Certified Public Ac­
countants were the guests of the Minne­
sota Chapter of the Robert Morris Asso­
ciates.
The general topic for discussion was 
“What Should Accountant’s Reports Con­
tain for Credit Purposes?” Harold C. 
Utley spoke on “Verification of Assets,” 
Albert E. Larsen on “Verification of Lia­
bilities,” and Lyle W. Hines on “Operat­
ing Analysis, Budgets, Trends, Ratios, 
General Nature of Business.”
M ISSO U RI 
The annual joint meeting of the St. 
Louis chapters of the Robert Morris As­
sociates and the Missouri Society of 
C.P.A.’s was held on Tuesday, December 
11, 1934.
“Audit and Financial Reports” was the 
topic for discussion, the accountant’s view­
point being given by William Charles. The 
discussion was based on “Reports to 
Stockholders,” report to the Business Ad­
visory and Planning Council of the U. S. 
Department of Commerce.
NEW  JE R S E Y  
At the December 17 meeting of the New 
Jersey Society of Certified Public Ac­
countants, held at the Downtown Club, 
Newark, papers were presented as follows: 
“Survey of Public Events of Special In­
terest,” by Julius E. Flink; “Cultural 
Obligations of the Certified Public Ac­
countant,” by William C. Heaton; “Ethi­
cal Ways of Obtaining Accounting En­
gagements,” by Louis Siegel; “The An­
atomy of the Accountant’s Fee,” by Sam­
uel I. Bendit; “The Mental Diet of the 
Certified Public Accountant,” by George J. 
Strong.
NEW  YO RK 
The twelfth annual Fall Conference of 
the New York State Society of Certified 
Public Accountants was held at the Hotel 
Waldorf-Astoria on October 29, 1934.
The greater part of the morning session 
was devoted to the subject of “Application 
of Machine Methods to Accounting 
Records.” Charles J. Maxcy, Chairman 
of the Committee on Accounting Ma­
chinery, was Session Director, assisted by 
G. Charles Hurdman, Chairman of the 
Committee on Municipal Accounting and 
Finance. There were questions and dis­
cussion on papers of members of the Com­
mittee on Accounting Machinery printed 
in the October issue of the society’s B ul­
letin. A buffet luncheon was served at 
12:30 P.M.
In the afternoon there was a report of 
the Committee on Bankruptcy Procedure, 
which report was discussed by Judge John 
C. Knox of the New York District Court, 
with Morley S. Wolfe, Chairman of the 
Committee, leading the general discussion.
There was also a report of the Legisla­
tive Survey Committee, Henry B. Fernald, 
Chairman of the Committee, leading the 
general discussion.
There was an informal dinner at 6 P.M. 
in the Norse Grill, after which Wallace B. 
Donham, Dean of the Graduate School of 
Business Administration at Harvard Uni­
versity, addressed the meeting on “Plan­
ning for the Future.”
Throughout the day and evening there 
was an exhibit of accounting machinery 
and rare old volumes on accountancy.
A golf tournament was held on October 
30 at Rockwood Hall Country Club, Tar­
rytown. Tennis matches, riding, bridge 
and hiking were also enjoyed.
NORTH CAROLINA 
A resolution passed at the annual meet­
ing of the North Carolina Association of 
Certified Public Accountants, held at 
Raleigh in October, has revived State­
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wide interest in the County Merger move­
ment. There are now 100 counties in 
North Carolina. The resolution says in 
part:
“From our experience as Certified Pub­
lic Accountants with certain phases of 
County affairs, we recognize the fact that 
with the consolidation of many counties in 
the State of North Carolina, coupled with 
the application of methods now utilized 
by modern business administration, an 
astonishing amount of savings could be 
effected with nearly a corresponding in­
crease and extension of the service as may 
be needed or desirable in the future.
“Therefore, be it Resolved, that it is the 
sense of the North Carolina Association of 
Certified Public Accountants, now assem­
bled in Annual Convention, that ways and 
means should be found to relieve the 
present deplorable conditions, and that it 
believes a planning commission should be 
appointed by the next General Assembly to 
work out constructive methods looking to 
the entire reorganization and consolidation 
of many of the counties that represent 
Local Government in North Carolina.”
OHIO
The Secretary was in Columbus on 
November 17. In the morning he spoke 
before the senior class in the School of 
Business Administration of Ohio State 
University, at the invitation of Hermann 
C. Miller.
Director Wall had made arrangements 
for a dinner and evening meeting which 
was attended by the Columbus account­
ants and to which Harry Cuthbertson, 
Secretary of the Ohio State Society and 
a member of the State Board of Ac­
countancy, came over from Dayton. The 
evening session was largely devoted to a 
discussion of the various accounting 
phases of governmental activity.
OKLAHOMA 
Tulsa Chapter of the Oklahoma Society 
of Certified Public Accountants may well 
be proud of its record for the fiscal year 
ended October 31, 1934. Among the ac­
tivities reported on were that 51 regular
weekly meetings were held during the year. 
The only week in which a meeting was 
not held was that of the annual meeting 
of the State Society. An interesting pro­
gram was arranged for each Chapter meet­
ing and the discussions were led in 
practically all cases by Chapter members. 
Outside speakers were called upon for only 
six out of the 51 meetings. The subjects 
discussed during the year were Federal 
and State taxation, the Securities Act and 
other recent acts of Congress, current 
accounting topics, stock exchange regula­
tions and numerous other subjects of in­
terest to the members.
The seventeenth annual convention of 
the Oklahoma Society of Certified Public 
Accountants was held at the Skirvin Hotel, 
Oklahoma City, on Friday and Saturday, 
November 23 and 24, 1934.
Papers were presented on “Administra­
tive Simplification of Oklahoma Income 
Tax,” “Accountants’ Certificates,” “Stated 
Capital and Treasury Stock,” “State Board 
of Accountancy,” “Federal and State Tax­
ation.”
Officers elected were: President, Thomas 
F. Carey, Oklahoma City; Vice-President, 
Howard W. Hinman, Oklahoma City; 
Vice-President, Thomas W. Burman, 
Tulsa; Secretary, Albert W. Cory, Okla­
homa City; Assistant Secretary, Chas. H. 
Allen, Oklahoma City; Assistant Secre­
tary, E. E. Parsons, Tulsa; Treasurer, 
Virgil S. Tilly, Tulsa.
OREGON 
A meeting of the Oregon Society of 
Certified Public Accountants was held at 
the Benson Hotel, Portland, on Wednes­
day evening, December 12, 1934.
R. B. Stratford gave a paper on “E x ­
amination of Accounts Required for Pres­
entation of Financial Statements,” and 
Pearce C. Davis discussed “Form and 
Contents of Statements and Reports.”
W ASHINGTON 
T he C.P .A ., bulletin of the Spokane 
Chapter, devoted its September issue to a 
discussion of “The Need for Tax Man­
agement” and “Government Loans to 
Industry.”
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O U R  R E A D E R S ’ F O R U M
Contributions for this section will be limited to in the neighborhood of 
250 words. A free but short expression of opinion is requested on subjects in 
which the certified public accountant is interested. Address the Editor.
A t  so m e  d a te , in  th e  n e a r  fu tu r e , I  
sh o u ld  lik e to  se e  p u b lish e d  in  T h e  C e r ­
t i f i e d  P u b l i c  A c c o u n t a n t  a n  a r t ic le  r e ­
la tin g  to  th e  p ro p e r  t re a tm e n t  o f  in co m e  
d e riv e d  b y  a  c o rp o ra t io n  f r o m  a  s in k in g  
fu n d  e s ta b lish e d  f o r  d e p re c ia tio n  ( a n d  
a lso  f o r  re t ire m e n ts  a n d  re p la c e m e n ts ) .
The article should illustrate the proper 
set up of income and its transfer to the 
sinking fund account in the preparation of 
a statement of income and expense.
Little or nothing has been published 
about this interesting subject in account­
ants’ magazines, books, etc.
To further amplify my suggestion, in-
Announcements
Supplementary to his practice as a Con­
sulting Economist, John F. Forbes, C.P.A., 
announces the formation of a firm for the 
practice of public accounting in all its 
branches under the name of John F. 
Forbes & Company, Certified Public Ac­
countants, with offices in the Crocker 
Building, San Francisco, 20 Exchange 
Place, New York City and 33 North La 
Salle Street, Chicago. Announcement is 
also made of the admission to partnership 
of Judson E. Krueger and C. J. Hasson, 
Certified Public Accountants.
Announcement is made of the change in 
the firm name of Hopkins, Barnes & Com­
pany to Hopkins & Company and the re­
moval of offices to 14 Wall Street, New 
York City.
Chris C. Denman, C.P.A., formerly chief 
of the Sales Tax Division, Mississippi 
State Tax Commission, announces his re­
turn to private practice with offices at 505 
New Merchants Bank Building, Jackson, 
Mississippi.
terest earned from a depreciation fund 
should be accounted for in the income 
account.
The said interest then is added to the 
principal of the sinking fund. Likewise, 
the reserve for depreciation on a sinking 
fund basis is increased by the amount of 
the said interest.
I am certain that the treatment of this 
item in the preparation of income and 
expense statements will be of special in­
terest to members of our Society, especially 
if presented in the form of an income and 
expense statement.
Selsberg & Bayard, Certified Public Ac­
countants, announce the removal of their 
offices to 10 High Street, Boston, Massa­
chusetts.
C. S. Lowrimore & Company announce 
the removal of their offices to 305 Flor­
ence Trust Building, Florence, South Car­
olina.
Temple, Brissman & Co., Certified Pub­
lic Accountants, of St. Paul, Minnesota, 
announce the retirement of Lorenz A. 
Ristau as a partner as of October 31, 1934.
Mr. Ristau will engage in the general 
practice of public accounting under the 
name L. A. Ristau, Certified Public Ac­
countant, with offices in the First National 
Bank Building, Mason City, Iowa.
Announcement is made of the change in 
firm name of Hare, Long and Company 
to Hare, Schenck & Company, Account­
ants and Auditors, and the removal of offi­
ces to the Bankers Securities Building, 
Philadelphia, Pennsylvania.
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Emil G. Wunner, C.P.A., announces his 
association with George J. Kasch, C.P.A., 
for the public practice of accounting in the 
Mills Building, San Francisco, California.
Ernst & Ernst announce that Arnold L. 
Barrett, C.P.A., of Detroit, has been ad­
mitted to partnership.
Lybrand, Ross Bros. & Montgomery an­
nounce that Donald M. Russell, a partner 
at their Philadelphia office, will hereafter 
be the Resident Partner at the Detroit of­
fice.
Anderson & Jordan, Certified Public 
Accountants, announce the removal of 
their offices to 701 Rhodes Haverty Build­
ing, Atlanta, Georgia.
Announcement is made of the dissolu­
tion of the firm of Eliot & Jacobs, New 
York City, as of August 31, 1934. Justin 
Jacobs, C.P.A., will continue his practice 
at 74 Trinity Place, New York City.
E. J . Fitzgerald & Company, Certified 
Public Accountants, are now located in the 
First National Bank Building, 38 South 
Dearborn Street, Chicago, Illinois.
Morley S. Wolfe, counselor at law, also 
partner in the firm of Shmerler, Wolfe & 
Tourin, Certified Public Accountants, an­
nounces that he now combines the practice 
of law with accountancy at 551 Fifth Ave­
nue, New York City.
John A. McDonald, C.P.A., announces 
the opening of offices for the practice of 
accountancy in the Lafayette Building, De­
troit, Michigan.
Louis Marder, Accountant and Auditor, 
announces the removal of his office to 150 
Broadway, New York City.
R. J. Allison and R. W. Paulsen 
announce the continuance of their ac­
counting and tax practice under their 
individual names as follows: R. J. Alli­
son, C.P.A., 716 Kahl Building, Daven­
port, Iowa, and R. W. Paulsen, 717 Kahl 
Building, Davenport, Iowa.
Bieth & MacNaughton, Certified Pub­
lice Accountants, announce the removal 
of their offices to 154 Nassau Street, 
New York City.
W. Franklin Stone, Charles H. Cox, 
C.P.A., and Leland S. Carpenter announce 
the formation of a partnership under the 
name of Stone, Cox & Carpenter, 31 
Union Square, New York City.
Wilson, Heye & Shults announce as of 
August 1, 1934 a change in firm name to 
Wilson, Shults & Co., Certified Public Ac­
countants, 11th Floor, Commerce Build­
ing, Rochester, N. Y.
Hiland B. Noyes, C.P.A., and Joseph
B. Costello, C.P.A., announce the formation 
of a partnership under the firm name of 
Noyes, Costello & Company, Certified Pub­
lic Accountants, 208 South LaSalle Street,
Chicago, Illinois.
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LAFAYETTE PARK AT SIXTEENTH 
NATHAN SINROD, MGR.
WASHINGTON, D. C.
Signals flash... the railroad locomotive thunders safe­
ly through the night. . . the fire engine screams along 
its well-directed course . . . police cars are guided 
to points that need help. Headquarters are speaking 
on every side. Remote control is an accepted factor 
in protecting life and property.
This same remote control principle, combined with 
Powers Punched Card Accounting, now records a 
complete business transaction in a central office while 
the act is taking place at any point. The result, known 
as “ Central Records,” puts headquarters in a posi­
tion to act authoritatively. The operation may be the
OK..it's  f rom Remington Rand
mechanical recording of a sale at a store counter, 
receipting a bill at a branch public service office, a 
mechanic punching off for a completed job, a railroad 
clerk writing a wheel report, or any one of a multi­
tude of everyday operations. The information is in­
stantly transmitted over wires into the central offices 
where each impulse actuates the Powers Automatic 
Punch which makes the basic records. Subsequent 
accounting with standard Powers Punched Card 
Equipment is then a matter of machine-speed routine.
Remote control has bridged time and distance. Learn 
more about it. Send for “By Remote Control."
P O W E R S
A C C O U N T I N G  M A C H I N E S
BU FFALO, N EW  YO R K
In addition to the Central Records system o f  Accounting by Remote Control, 
Remington R and  has recently perfected a  new Powers Production Control 
Method. Both use the standard control equipment o f  the A utomatic Electric Company.
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#M O R E  S E R V I C E  T O  C L I E N T S  
M O R E  C L I E N T S  S E R V E D
Time saved . . . more clients . . . better service to clients 
—these are the results experienced when working in 
offices where Burroughs equipment is used.
Regardless of the job, there are Burroughs machines to 
help make the work easier . . . and to produce neater, 
more legible records. The automatically printed dates; 
the automatically extended balances; the positive proofs 
of accuracy—all are decided advantages that facilitate 
auditing.
Moreover, eliminating much of the mental drudgery of 
auditing leaves the accountant more time to give to the 
broader aspects of his profession; to provide those serv­
ices which contribute so much to the betterment of 
business.
Any local Burroughs office will be glad to demonstrate, 
at any time, the line of Burroughs machines and their 
applications to any work of the accountant.
B U R R O U G H S  A D D IN G  M A C H IN E C O M PA N Y  
Detroit, Michigan
20 Cents February, 1935
Official Organ o f The American Society o f Certified Public Accountants
w e do our part
The Accountants Publishing Co.
PAGE
The American Society o f Certified Public Accountants. . . . . .  65
Public Opinion— W i l l i a m  C . H e a t o n ............. ............ .. ............... 67
A Pre-Audit Assistance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  68
N.R.A. and Destructive Price Cutting— O r to n  W .  B o yd . . . .  69
The Accountant in Politics and Organized Society 
— R . L . S a w y e r  . . .  . . . . . . . .  . . . . . . . . . . . . . . . . . .  77
New York and London Stock Exchanges— H e rm an  H erw ood 79
Corporate Reorganizations: T he Present Situation
— R obert  N . M i l l e r ............ . . ........... . 8 7
The Annual Corporation Report— S te p h e n  C h a n .  . . . . . . . .  94
Corporate Entity vs. Partnership— S. W . R y n ik e r .  . . . . . .  . 97
Talking Shop—Lvwis G l u i c k  ............................ ................. . .  . . .  9 9
W ee Bits on Accountancy— L o u is  S . G o ld b e r g  . . . . . . . . . . . .  101
State Accountancy Legislation— D . W . S p r i n g e r ................ .. 10 1
Indiana Gross Income Tax— B ir n e y  D. S p r a d lin g  . . . . . . . . .  105
Securities and Exchange Commission—Accountants R eport.. . .  1 0 7
Appraiser's Meeting ........................ ..................................................  1 1 2
 C P .A . Examination Questions, November, 19 3 4
—Practical Accounting . . . . . . . . .  1 1 4
Questions and Answers Department— W . T .  S u n l e y  . . . . .  1 2 1
Our Readers'  Forum  ................................. .   1 2 3
State Society News . . . . . . . ........ ............................... .. . .............. .  124
Book Reviews ........................... ......... . . . . .  . . . . . . . . . . . . .  125
Income Tax Affidavit ......................................... 12 7
Fable o f a Bankrupt— L . D. L e d B e t t e r  ............... ............ ......... .... 127
Announcements ...................................... ................................... 12 8
T o  t h o s e  w h o  
p l a n  t o  t a k e  
t h e  n e x t  C . P . A .  e x a m i n a t i o n
I N addition to its regular 
Course, the International 
Accountants Society, Inc., 
offers a special Coaching 
Course for Accountants who 
are planning to take the 
C.P.A. Examination.
This Course will be sup­
plied only to those who are 
already competent account­
ants, as no attempt is made 
to teach general accounting 
in this course. The instruc­
tion is pointed directly at 
the C.P.A. Examination.
Something more than a 
knowledge of accounting is 
necessary to insure success 
in the examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
Particularly noteworthy 
features o f the training a re:
100 problems in Practical Accounting 
with solutions and comments
100 questions and answers in  Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory 
of Accounts 
Elaborate explanations and comments 
that include, in addition to  the finished 
statements or solutions, such items as 
suggestions for “Notes to the Examiner,” 
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1 ) actually 
used in a  C . P . A. or an A. I .  A. examina­
tion, or ( 3)  specially prepared to  train 
th e  candidate in handling certain points 
likely to be encountered in the examination.
Personal correction, criticism, and grad­
ing of every examination paper by  a  
Certified Public Accountant who has him­
self passed the C . P . A. examination. 
There ate sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
audits, installing systems, or 
conducting investigations. 
Many men with little or no 
practical experience can solve 
C. P. A. problems readily— 
many others with years of 
experience flounder pitifully 
in the examination room. 
W H Y? The candidate is 
required to work at top 
speed. He must work with 
limited information. He has 
to construct definitions. Very 
often it is necessary for him 
to use unusual working 
sheets.
The C. P. A. Coaching 
Course given by the Inter­
national A c c o u n t a n t s  
Society, Inc., prepares you 
to meet such conditions. 
The fee is $42, and the text 
consists of twenty lessons.
A BOOKLET, “How to Prepare for the C.P.A. Examination,” is available for those who are interested. For a free copy, just write your name and address below and mail.
I n t e r n a t i o n a l  A c c o u n t a n t s  S o c ie ty ,  Inc.
A Division o f the ALEXANDER HAMILTON INSTITUTE
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
Send me the special booklet, “How to  Prepare for the C . P . A. Exam ination,” 
which describes your special Coaching Course for Accountants.
Name  
Address .
..Company..
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T h e  A m e r ic a n  S o c ie t y
OF
C e r t if ie d  P u b l ic  A c c o u n t a n t s
O r g a n i z e d  D e c e m b e r  12, 1921
D u r a n d  W. S p r i n g e r ,  Secretary  
National Press Building, Washington, D . C.
W i l l i a m  C. H e a t o n ,  President O r i o n  N. H u t c h i n s o n ,  Vice-Pres.
207 Broad St., Elizabeth, N. J . Johnston Bldg., Charlotte, N. C.
W i l l i a m  D. M o r r i s o n ,  Vice-Pres. W a l t e r  D. W a l l ,  Treasurer
First National Bank Bldg., Denver, 44 West Gay St., Columbus, Ohio 
Colo.
E X E C U T I V E  C O M M I T T E E  
W i l l i a m  C . H e a t o n  G e o r g e  P .  E l l i s
W i l l i a m  D . M o r r i s o n  7 S o . D e a r b o r n  S t . ,  C h ic a g o , I l l .
D u r a n d  W . S p r i n g e r  H e r m a n  C. J. P e i s c h
Baker Bldg., Minneapolis, Minn.
COM M ITTEE CHAIRMEN
Standing
Advisory
G e o r g e  P. E l l i s ,  Illinois 
Accounting Practice 
W m . G o r d o n  B u c h a n a n ,  District of 
Columbia 
Annual Meeting
W m . C. H e a t o n ,  New Jersey 
Budget and Finance
P a u l  W. F i t z k e e ,  Oklahoma 
Commercial Arbitration
H o m e r  A. D u n n ,  New York 
Complaints
W m . D. M o r r i s o n ,  Colorado 
Constitution and By-Laws
F r a n k  A. W i l l i s o n ,  P e n n s y lv a n ia  
E d u c a tio n  
F a y e t t e  H. E l w e l l ,  W is c o n s in  
F e d e r a l  L e g is la tio n  
J o s e p h  J .  K l e i n ,  N e w  Y o r k  
P u b lic a tio n
S t e p h e n  G i l m a n ,  Ohio 
Relations with State Organizations 
T h o m a s  A. W i l l i a m s ,  Louisiana 
State Legislation 
L y l e  W .  H i n e s ,  Minnesota
Special
Calendar Simplification 
J o h n  H . S c h m i d t ,  Illinois 
Classification and Certification o f A c­
counting Services 
J o h n  R . W ild m a n , New York 
Cooperation with B a r  Associations 
W m . B . C a s te n h o lz , Illinois 
Cooperation with Credit Groups 
R obert M orris Associates
O.V. W a l l i n ,  Pennsylvania 
National Association of Credit Men 
A l e x a n d e r  F . M a k a y , New York 
Cooperation with T rad e Groups 
J .  A r t h u r  M a rv in , New York 
Governmental A ccounting  
G eorge P. E l l i s ,  Illinois 
N atural F iscal Y e a r
T h o m a s  H . E v a n s ,  Michigan 
One National Organization 
J a m e s  F .  H u g h e s ,  New Jersey 
Pan-American Relations
E m i l e  B i e n v e n u ,  Louisiana 
Securities Act Practice Procedure 
A r t h u r  H .  C a r t e r ,  New York 
Society Foundation
F r a n k  W i l b u r  M a i n ,  Pennsylvania
S o m e  O n e  M u s t  L e a d —
LEADERSHIP in business, as in civic affairs, is all-important. The leader must possess an all- around knowledge of factors controlling the affairs of the organization and the ability to use 
that knowledge in a direct, forceful manner.
In the practice of accountancy the accountant gains an intimate insight into every angle of business, 
such as no other worker probably has. Therefore, it is only natural that he should be rushed to the 
front, toward eventual leadership in a managerial position.
If there ever was a time when it behooved a young man, or a young woman, to choose a profession 
offering the maximum of possibilities for leadership, it is right now. The old order has gone—the 
new order is on the threshold and leaders in business are needed.
Changing business conditions, augmented by Federal and state legislation, have created a greater 
demand for competent, thoroughly trained accountants than ever before existed. Accounting is the 
“backbone” of business. On it depends profits and progress. Present day leaders rely upon the knowl­
edge of their accounting departments to direct them along secure business channels.
By preparing yourself to step into an accountancy position in the near future, you will be building 
for permanence and power in the years to come. This is not an idle statement. It is proved by the 
facts—pertinent irrefutable facts. Today, in every commercial field you will find accountancy trained 
men the most highly regarded and best paid members of their respective organizations.
L e t  F a c t s  G u id e  Y o u
Once you have determined to enter the accountancy field, make up your mind to one thing, that is, to 
become a thoroughly competent accountant. Set a standard second to none for yourself, and stick to 
it. To accomplish this you must have thorough training. To determine where you can get such train­
ing go to the records. This is what you will find; more than 10 per cent of all the Certified Public 
Accountants in the United States received their training at the Walton School. To earn the coveted 
C.P.A. degree every one of them had to pass a rigid examination. In Illinois C.P.A. examinations, 
noted for a high requirement standard, twenty-three Walton trained students have been awarded 
high honor medals. For nine successive years Walton trained men were leaders in American Insti­
tute examinations.
W hat better evidence of the superiority of Walton training could you ask? No other educational 
institution can present so enviable an achievement record.
“But,” you may ask, “can I prepare myself to become a potential business leader through home 
study?” You can. Astounding though it may seem, more than 80 per cent of the successful Walton 
candidates in C.P.A. examinations received their 
training through home study. They had no 
greater advantages than you possess. Theirs was 
the will to win—to make spare time count for 
the future. You can do it, just as they did.
Build for leadership by securing your training 
now.
A Book You Will Appreciate
W e want you to send for a copy of our book, “ The Walton 
Way to a Better Day.” I t  te lls, in an interesting, helpful 
way, how thousands of ambitious men and women have 
become business leaders through Walton training. You 
will enjoy it immensely— and find real inspiration in read­
ing it. Ju s t send in the coupon and copy of the book will 
be delivered to you without cost or obligation of any kind.
Walton S chool 
Co m m er c e
Member National H on e Study Council
Charles H. Langer, Ph.B., C.P.A.
President and Educational Director
514-524 McCormick Building 
CHICAGO
M a i l  T h i s  C o u p o n  N o w !
Check the courses in which you are interested. 
They may be taken in combination or separately.
□  CO N STRU CTIVE ACCOUNTING
□  ADVANCED ACCOUNTING AND
AUDITING
□  COST ACCOUNTING
□  BUSIN ESS LAW
□  FE D E R A L  IN CO M E T A X  ACCOUNTING
□  M ATHEM ATICS O F ACCOUNTING
AND FIN A N C E
□  C.P.A. COACHING
□  M ERG ERS AND CONSOLIDATIONS
□  Home Study Instruction
□  Resident Day Classes
□  Resident Evening Classes
Walton School of Commerce
514-524 McCormick Bldg., Chicago
Please send me, without obligation, complete de­
scriptions of courses checked above, also copy of 
your book, “The Walton W ay to a Better Day.”
Name .....................................................................................
Address
City and State.........................................................
Occupation ..................................................  A ge.
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I Am Interested In
T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t
DEVOTED TO T H E  IN T E R E ST S OF T H E  C .P .A ., H IS  C L IE N T , AND T H E  P U B L IC  W EL FA R E
V o l .  X V  February, 1935 No. 2
E d it o r : D u ra n d  W . S p rin g e r . Published m onthly by T h e  A ccoun tants Pu blishin g Com ­
pany. Publication office: C an d ler B uildin g, B altim ore , M ary lan d . E d ito ria l office: N ation al 
P ress  Building, W ash in gto n , D . C. A ll com m unications fo r  publication should be addressed to 
the E d ito ria l office, N ation al P ress  B uilding, W ash in gton , D . C . Subscription  p r ic e :  A  y ear  
of 12 issues, $2 .0 0 ; tw enty cents a copy. E n tered  as second-class m atter, Ja n u a ry , 1934, at the 
post office a t B altim ore, M d., under act of M arch , 1879 .
“It was as true,” said M r. Barkis, . . . “as taxes is. A nd nothing’s truer than 
them."
— D i c k e n s —David Copper field.
T h e  P r e s i d e n t ’s  P a g e  
Public Opinion
By W i l l i a m  C. H e a t o n ,  C.P.A.
V OLUM ES have been written on the subject of public opinion. P a r­ticularly has the point been stressed that in m atters political and 
social, public opinion when organized and aroused, is a, and often the, 
controlling factor in determining changes and trends. I t  is no less power­
ful in other fields of influence, and wise men always take it into account 
when determining a  course of action. Public opinion is sometimes in­
formed and crystallized, and sometimes divided and not easily discerned; 
it is sometimes the opinion of the general public and sometimes of an 
interested portion of the public. I t  may be influenced but it is always 
to be reckoned with. Let us consider briefly this intangible power as it 
relates to our profession.
W e should understand that certified public accountants may be con­
sidered to be dealing with two publics— first, with the general public 
whose opinion, when it finds expression, controls in m atters of morality, 
ethics and general relationships, and secondly, with a  limited public com­
prised of those who are directly served, of bankers, attorneys and, more 
remotely, investors and others whose favorable opinion is essential to the 
well-being of the profession. I t  is in connection with this limited public 
th at we are immediately concerned.
Every engagement conscientiously, skillfully, illuminatingly per­
formed, strengthens and enlarges the favorable public opinion which we 
enjoy. Every failure to do well, weakens and contracts it. Overwhelm­
ingly the most important and influential factor is the daily work of the 
thousands practicing throughout our country.
There is, however, another factor which plays an essential part in 
influencing public opinion. I refer to the organizations of certified public 
accountants, particularly, and most important, the State societies. 
Through their meetings, their committees and their contacts, they do
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much that the individual practitioners cannot do alone. Unfortunate is 
the certified public accountant who does not profit from membership in 
his State Society both by receiving the benefits and by giving his support.
The American Society of Certified Public Accountants has its essential 
part in influencing public opinion. Through its headquarters in W ash­
ington, it is in frequent contact with government agencies. Through its 
membership in the United States Chamber of Commerce and its contacts 
with other national organizations of various business and professional 
types, it has a t times secured influences of service to the profession. 
Through its committees, it has maintained wide contacts throughout the 
states. I t  is because we have recognized that understanding comes through 
contacts and discussion that two important new committees have been 
inaugurated this year— one on Cooperation with the B ar Associations 
under the chairmanship of W illiam B. Castenholz of Illinois, and one on 
Cooperation with Trade Groups under the chairmanship of J .  Arthur 
Marvin of New York. I t  is confidently believed that these two committees 
will substantially broaden our contacts and lead to a better understand­
ing of our professional standards and services.
Public opinion in a  free country ultimately prevails. Our limited pub­
lic, as distinguished from the general public, should have an informed 
opinion. To that end, it is the part of our organizations, State and na­
tional, to represent the profession.
A  P r e - A u d i t  A s s i s t a n c e
AV E R Y  successful certified public accountant with a wide experience, not only in accountancy practice but in business as well, several years ago established the plan of presenting a letter addressed to his 
firm to every major employee of the concern whose books he was called 
upon to audit. The letter was ready for the signature of the employee in 
question, together with a provision for a  proper notarization. W ith names 
and offices omitted the letter read as follows:
“This letter, which bears my signature, is to certify under oath
that during my term of employment a s .......................... for t h e ........................
I have truthfully accounted for all monies or goods received and/or dis­
bursed, of whatever form, by proper entries on the books of s a i d .................
.......................... and to the best of my knowledge and belief the Balance
Sheets and Loss and Gain Statements, which include physical inventories
of all merchandise and supplies handled in the operation of s a i d .................
..................... , reflect the true financial position of s a i d ........................... ”
The presentation of this letter to each such employee as the first 
step in the audit or investigation or examination or whatever the 
purpose of the engagement might have been usually brought the im­
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mediate signature from the chap who had been straight, while the crooked 
chap was usually taken unawares and, not being a hardened criminal, his 
his actions betrayed the fact that he had been unexpectedly put on the 
spot.
This form of procedure, utilized for many years, has resulted in 
unexpected confessions having been given before the audit had actually  
begun and in other cases it has been very helpful when, after having 
been signed, defalcations have been caught and in addition to the defal­
cation there has been added the further crime of perjury.
N . R . A .  A n d  D e s t r u c t i v e  P r i c e  C u t t i n g
by O r t o n  W. B o y d , C.P.A., Chief, Cost Accounting Unit, Research and Planning 
Division, National Recovery Administration
BEFO R E considering the N. R. A. in its relationship to destructive price 
cutting, it is necessary to review briefly 
the aims and objectives of the Recovery 
program and the means by which they are 
attained.
The N. R. A. was established in June,
1933, for the purpose of removing some of 
the economic ills bred in or resulting from 
the Great Depression. This program is be­
ing carried on by concerted action between 
Government and Business. Each Trade or 
Industry proposes, through its Association, 
a Code of Fair Competition. The approval 
of that agreement by the government gives 
it the force of law. Any member of an 
industry which is governed by a Code who 
violates a provision of that instrument in 
a transaction affecting interstate and for­
eign commerce shall, upon conviction in 
Federal Court, be subject to fine.
An excellent statement of the aims and 
objectives of the Recovery program is con­
tained in a recently published text, “Busi­
ness Organization and Combination”, by 
Dr. Richard N. Owens, of The George 
Washington University. “The theory un­
derlying the National Industrial Recovery 
Act,” he writes, “is that depression is pro­
longed by a reduction of consumer pur­
chasing power. Under conditions of free 
competition, when the sales of any indus­
try begin to decline during an industrial 
depression some producers reduce prices 
in the expectation of getting a large vol­
ume of business. Since they have idle 
plant and equipment, they reason that if 
they can increase sales by cutting prices, 
they can reduce the overhead expense per 
unit of product. However, other prod­
ducers may also cut their prices, and while 
the volume of business for the industry 
may be somewhat increased, the net result 
is likely to be a smaller net profit at a 
loss for each producer. Each concern then 
attempts to effect economies in costs of op­
eration by reducing wages and salaries and 
discharging employees. This has a bad ef­
fect upon other industries, for the employ­
ees whose income is reduced or stopped 
by the economies of their employers 
are unable to make their usual purchases 
through the local stores. The sales of 
other industries decline, and the employers 
in those industries begin to cut wages and 
discharge employees. Moreover, price cut­
ing in one industry is likely to cause price 
cutting in competitor industries. And the 
result is that a downward spiral of busi­
ness is created which becomes more catas­
trophic as more industries are affected.
“The policy of reducing prices and 
wages and discharging workers, while 
natural and logical from the point of view 
of the individual business, is disastrous 
when it is generally followed throughout 
all industry. The solution which is pro­
posed in the National Industrial Recov­
ery Act is a concerted movement by all 
employers to reduce working hours in or­
70 T H E  C E R T IF IE D  P U B L IC  ACCO UN TAN T F eb ru a ry ,
der that more men may be employed, and 
to maintain or increase wages. Some 
measure of price control is also contem­
plated.”
Thus, it is evident that the National In­
dustrial Recovery Act contemplates two 
separate programs for the restoration of 
better conditions. One activity is positive 
in nature; it seeks to increase purchasing 
power by writing into the Codes of Fair 
Competition provisions designed to stimu­
late employment and to increase wage 
levels. The other objective is negative: 
it sanctions Code provisions which are 
directed to the elimination of the destruc­
tive price cutting and the other unfair 
practices which have contributed to the 
woes of the Great Depression.
Minimum Prices
Consequently, one of the tasks which 
confronted the Code-makers was the se­
lection of the means or device for the 
eradication of predatory price policies. The 
first answer which occurred to them called 
for the establishment of minimum lawful 
selling prices. Furthermore, these prices, 
below which sales could not be made, were 
to be related to costs. The outlay involved 
in the fabrication and sale of a commodity 
and in the collection of the proceeds of its 
sale was recognized as a line of demarca­
tion between legitimate sales practices and 
destructive price policies. Costs, therefore, 
and cost accounting procedure, have, from 
the very inception of N. R. A., received a 
considerable degree of recognition.
At first, the Recovery Administration 
was not averse to the control of destruc­
tive price cutting by the use of minimum 
prices and costs. In fact, up to the early 
summer of 1934, it approved or recom­
mended to President Roosevelt for signa­
ture, some 480 Codes or Supplementary 
Codes of Fair Competition which contained 
some form of price control. This group 
accounts for five-sixths of the total Codes 
which were signed up to that date. How­
ever, as will be shown later in this article, 
the Recovery Administration became con­
vinced that minimum prices do not con­
stitute the proper method for curbing de­
structive price cutting. Consequently, on 
June 7, 1934, it issued a declaration, com­
monly known as Office Memorandum 228,
which, in part, announced the disapproval 
of minimum prices and the desire to sub­
stitute other methods of combating pred­
atory sales practices.
Stated Minimum Prices
Two methods of establishing minimum 
prices found favor with the proponents 
of the earlier Codes. One device was di­
rect; it involved the actual determination 
and publication of stated prices, below 
which sales could not legally be made. 
Some Codes contemplated the permanent 
use of this method of control; other agree­
ments provided for the occasional use of 
definitely stated minima only for the pur­
pose of ending destructive “price wars.”
For instance, in the Paint, Varnish and 
Lacquer Industry there has been estab­
lished a schedule of minimum prices which 
are intended for permanent use. Sales of 
any product of this industry cannot be 
made for less than the sum of replacement 
value of the raw materials, and certain 
specified allowances for losses in han­
dling, for the labor and overhead in pro­
cessing and packaging and for general and 
administrative expenses. The provisions 
for the loss factors was expressed in terms 
of percentages of the raw material costs, 
ranging from one per cent to six per cent. 
The allowances for processing vary from 
six cents a gallon for the cheapest grades 
of paints to 39 cents per gallon for the 
most expensive types of enamel. The 
minimum packaging charge ranges from 
1½ cents a gallon for paint in barrels or 
drums to 60 cents per gallon for the one- 
sixteenth quart sizes. The provision for 
general and administrative expenses is, at 
present, ten percent of the sum of all other 
costs.
The minimum price provisions of the 
Ice Code have been invoked several times 
for the purpose of ending disastrous local 
“price wars.” In New Orleans and San 
Antonio the price of ice sold by the manu­
facturer at his platform to peddlers, 
dropped quickly from $5.00 to $1.00 a 
ton. The prices of ice sold by truck crashed 
also in like proportions. The Administra­
tion recognized the seriousness of these 
situations and established for periods of 
90 days a schedule of prices below which 
sales could not legally be made in each of
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these cities. The New Orleans minimum 
prices ranged from $3.60 to $8.00 per ton, 
the first named amount being specified for 
the manufacturer’s sales to peddlers and 
the second named price serving for resi­
dential deliveries. The corresponding range 
of minimum prices for San Antonio ex­
tended from $4.00 to $8.00 per ton.
Minimum prices have also been declared 
in New York for the purpose of ending 
disturbances in the ice industry. Other in­
stances of the use of this method of curb­
ing destructive price cutting are or have 
been encountered in the tire and tube trade, 
the retail coal trade, the insecticide and 
fungicide industry, and in lumber and tim­
ber products.
It must be observed that prices thus 
established and enforced by N. R. A. de­
cree are not intended to be the actual 
amounts at which goods are sold. The offi­
cially promulgated schedules set forth the 
minima only. However, in actual practice, 
the minima often become the actual prices. 
The competition among sellers and the 
attention which is focused upon the de­
clared schedules generally prove to be hin­
drances to any upward sweep in selling 
values.
Lowest Reasonable Costs
Obviously, the determination of mini­
mum prices involves the use of cost ac­
counting, and the selection of appropriate 
cost principles. It is an easy matter to say 
that such prices must be based upon costs; 
it is a difficult thing to ascertain what costs 
shall be employed. As a practical proposi­
tion, the prices cannot be set at too high 
levels; to do so would discourage sales. 
Again, the prices must not be set so low 
as to enable no one to recover his costs. 
Furthermore, prices could not be based 
upon average industry costs; this practice 
would put a premium on inefficiency and 
virtually guarantee monopolistic advan­
tages to the more fortunate producers. 
And finally, costs could not be established 
at the abnormally low volume of depres­
sion years; this action would only tax the 
customers of today with the cost of main­
taining and operating the over-built facili­
ties of yesterday.
These considerations led to the develop­
ment within N. R. A. of the “lowest rea­
sonable cost” doctrine. This principle was 
sponsored by Colonel Robert H. Mont­
gomery, while serving as Director of the 
Economic Research and Planning Division. 
As subsequently developed, this concept 
involves three distinct features:
First, the minimum price to be estab­
lished must not exceed the lowest possible 
cost of production and selling. This, of 
course, requires a sufficiently large enough 
sampling of individual costs for the pur­
pose of determining the lowest level actu­
ally attained by any one producer. In set­
ting minimum ice prices in New Orleans 
and San Antonio, the Administration re­
viewed the accounts and the costs for the 
great majority of the producers in those 
cities. The consideration of an alleged 
“acute” situation in the photo-finishing in­
dustry in New York was preceded by a 
survey of individual operating costs con­
ducted by one of our leading firms of 
certified public accountants.
Second, the lowest actual cost, as de­
veloped by surveys or investigations, must 
be adjusted for any unusual, extraordinary 
or “freakish” situations. The actual costs 
of a sole proprietorship or partnership 
should be corrected to give effect to a rea­
sonable allowance for owners’ services. 
An adjustment is required also, in the 
event that the plant and equipment of the 
low cost producer has been completely de­
preciated. In other words, the minimum 
prices must be established upon “reason­
able costs,” upon the cash outlay which 
would be required by one who possesses 
no advantage which is not available to all.
And third, the lowest actual costs must 
be adjusted for the volume factor. In 
some of our ice cost investigations it was 
ascertained that no one manufacturer ac­
tually enjoyed a maximum normal output. 
In other words, there were none whose 
sales on the hottest day of the year would 
absorb the productive capacity of their 
plants. The use of the lowest actual cost 
in the selection of the minimum price 
would therefore be highly improper; it 
would load all fixed charges upon an in­
sufficient volume. Consequently, it was 
necessary to ascertain the annual tonnage 
which would have been sold had the plant
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operated at virtually full capacity on the 
sweltering summer days, with a corre­
sponding adjustment for the remainder of 
the year. Furthermore, the additional va­
riable or semi-variable expenses which 
would have been required at the greater 
rate of production were estimated. The 
division of the total cost as adjusted by 
the revised tonnage results in the cost per 
ton at the maximum normal “load factor” 
or volume of production.
Obviously, the application of “lowest 
reasonable costs” will result in the estab­
lishment of minimum prices at which hard­
ly any one will recover his costs. Only the 
low cost competitor will “break even” and 
then only if his actual volume is equal to 
or greater than the maximum normal vol­
ume. Evidently, this concept is designed 
solely for one purpose, to establish a level 
below which selling prices would be un­
profitable for all members of an industry. 
In other words, it recognizes that the only 
justification for minimum prices contem­
plated by the Recovery Act is the elimina­
tion of destructive price cutting. It seeks 
to interpose no obstacles for competition 
made possible by efficiency; it sets no bar­
riers in the path of progress.
Prohibition o f Sales Below Individual 
Costs
The indirect and the more popular meth­
od of combating destructive price cutting 
involves the use of cost accounting meth­
ods. For instance, no one would be per­
mitted to sell his products for less than his 
own cost. This word where it appears in 
a Code without qualification is taken to 
mean “total cost.” Consequently, no one, 
under this provision, could ordinarily sell 
a commodity for an amount which falls 
below all expense elements involved in the 
processes of manufacturing, selling, ad­
ministration, and collection. He must in­
clude, in the determination of his legal 
minimum selling price, the cost of his raw 
materials, the direct labor embodied in the 
finished product and a proportionate share 
of all indirect factory and other expenses.
Two exceptions to the no-selling-below- 
cost rule are usually permitted. A member 
of an industry may in general sell below 
cost to meet the competition of a fellow 
member who in turn is not selling below
his cost. This means that in a declining 
market the legal selling prices may drop as 
low as the costs of the most efficient pro­
ducer. A second exception is permitted 
usually for shop-worn or obsolete goods.
If  the members of an industry are not 
permitted to sell below their individual 
costs it follows that they must compute 
their expenses in a uniform manner. For 
instance, all competing members of a 
manufacturing industry should employ a 
common method of determining material 
and direct labor costs. The same elements 
of indirect expenses should be included by 
all in the computation of their factory 
overhead, administrative burden and sales 
overhead rates. Uniform methods of ap­
plying indirect expenses to unit product 
costs ought of necessity be followed.
This situation was recognized by the 
proponents of the Codes; consequently the 
typical no-selling-below-cost restriction is 
accompanied by another provision that all 
members of the industry must compute 
their costs according to a uniform set of 
principles. Such method, or formula, 
must usually receive the approval of the 
Administration before it becomes effective.
A discussion of the policies developed 
by the Administration in the consideration 
and approval of these cost systems ap­
peared in the November issue of T h e  
C e r t i f i e d  P u b l i c  A c c o u n t a n t .
T he Application o f a Cost Form ula
It should be made clear that an approved 
cost formula is not necessarily a complete 
system of cost-keeping which each mem­
ber of an industry is required to install 
and to operate. It often consists only of a 
statement of principles to be applied only 
in the event one wishes to determine 
whether or not a given sale is below “cost.” 
Unit costs, as developed by the method, 
and as disclosed by the manufacturer’s 
own records may not be the same amounts.
This situation may be illustrated by an 
example selected from the Coffee Indus­
try, for which a formula has been adopted. 
A roaster who sells an unground brand in 
150-pound bags wishes today to lower his 
selling price to the retailers in a given 
marketing area. He wishes to sell this 
coffee exactly at his individual cost, as 
determined by the approved formula.
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His calculation would appear as fol­
lows :
Cost per 100 Pounds 
Green coffee, valued at today’s re­
placement value of 9 cents per
pound .............................................  $9.00
Roasting c o s t ....................................  0.24
Inbound freight and cartage........... 0.27
Total cost for 100 pounds of 
green coffee ..................................  $9.51
One hundred twelve pounds of 
green coffee are required in the 
production of 100 pounds of
roasted coffee................................  $10.65
Average out-freight to territory in
q u estio n ..........................................  .70
Packing cost of bag .......................... .10
Packing la b o r ..................................... .02
Selling and administrative expenses .99
Total ...............................................  $12.46
The unit cost, as computed under the 
approved cost system will, in all probabil­
ity, differ from the roaster’s own cost in 
two respects. First, the approved formula 
prescribes the use of current replacement 
price as the basis for the valuation of the 
green coffee. This value is established 
from time to time by a Committee of the 
Coffee Industry and is revised at intervals 
of two weeks whenever actual market 
prices fluctuate as much as one cent per 
pound. Several cost methods approved at 
an earlier date in the N.R.A. program spec­
ified the use of the current replacement 
value as the basis for charging materials 
into costs. Today, however, administra­
tive policy is definitely opposed to this 
method and all formulae which have re­
ceived recent approval permit the individ­
uals the right to charge materials at orig­
inal cost or current market price, which­
ever is the lower.
A second difference is in the treatment 
of fixed charges. The coffee roaster, in all 
probability charges the entire amount of 
depreciation, taxes, insurance and similar 
items to the current volume. The approved 
formula states that the fixed overhead may 
be applied to the “maximum practical ton­
nage” of the plant. In other words, this
method of cost determination fully recog­
nizes the fact that in determining the cost 
below which a sale may not be made, the 
fixed charges should not be applied in their 
entirety to the abnormally low output of 
depression years. In fact, it may be stated 
that a similar treatment of invariable costs 
is contemplated in practically all other cost 
formulae approved by the Administration.
The above illustration was adapted 
from an actual computation of costs in 
which the “maximum practical capacity” 
of the plant was estimated by its manage­
ment to be 18,000,000 pounds per annum. 
The actual production for the year 1933 
was approximately 11,000,000 pounds. 
Had the fixed charges been applied in full 
to the output for that year, the cost per 
100 pounds would have been approximate­
ly $13.00. The difference is slightly great­
er than one-half cent per pound, a margin 
which is of real significance in the mar­
keting of coffee.
Many other problems are of course en­
countered in the preparation of the above 
determination. The factory, selling and ad­
ministrative expenses of the roaster must 
be applied not only to his other grades of 
coffee, but also to all other products which 
he manufactures. This allocation involves 
of course the determination of the “maxi­
mum practical capacity” for each grade, 
blend or type of product. In addition, the 
factory, selling and administrative ex­
penses which cannot be charged directly 
to any specific product must be allocated 
to all lines upon some arbitrary basis, such 
as a percentage of direct costs or as a per­
centage of selling values.
The above is presented only as a simple 
illustration of the actual application of a 
formula which is designed to effectuate a 
no-selling-below-cost Code provision. The 
accounting problems are of course more 
complex in the fabrication, extractive and 
joint cost industries.
Present Status of the No-Selling-Below- 
Cost Provisions
As previously stated, approximately 
five-sixths of the 600 odd Codes of Fair 
Competition which were approved prior 
to the announced change in policy in the 
early summer of 1934 contemplated the 
control of destructive price cutting
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through minimum prices. Of this group, 
approximately 400 agreements prohibited 
sales below individual costs. However, 
there are only about 50 trades or indus­
tries in which the no-selling-below-cost 
provisions are operative; the remaining 
350 groups have either not presented cost 
formulae for the approval of the Admin­
istration or have not been successful in 
securing an endorsement of the measures 
which they have sponsored.
Evaluation of the Minimum Price 
Provisions
Thus, there had developed in the first 
year of N.R.A., two methods of eliminat­
ing destructive price cutting, each of 
which makes use of cost accounting. The 
first, or the stated minimum price pro­
vision, makes use of actual cost data or 
information. The second, or the no-sell­
ing-below-cost rule employs the technique 
or procedure of cost accounting. In either 
case, cost accounting is to be utilized for 
purposes for which it was not intended.
From the very outset of this branch of 
accounting it was recognized that selling 
prices result from the operation and in­
terplay of the forces of supply and de­
mand. In other words, prices were not 
governed solely by that which occurred 
within the establishments of producers. 
Consequently, cost accountants have al­
ways assumed or postulated the a priori 
existence of market values. They con­
fined their efforts to answering the ques­
tion whether or not it is profitable to 
manufacture and to sell a given product 
at a given price.
Now, under the minimum price provi­
sions, the tables are turned completely. The 
480 Codes assume not the prior existence 
of prices but of costs. The latter sets 
the limits below which the former may 
not go. The competition of buyers in 
procuring the output of sellers may raise 
prices to levels which far exceed costs: 
the refusal of buyers to make purchases 
or the competition of sellers cannot le­
gally reduce prices to amounts which fall 
below costs.
This picture, of course, presents an un­
healthy situation to the trained economist. 
He sees elements of real danger; he fears 
that the proposed remedy for destructive 
price cutting would but aggravate other
ills of society. The danger of monopo­
listic practices, the hindrances imposed to 
the free operation of supply and demand 
and the practical difficulties in enforcing 
the price restrictions apparently more than 
counter-balance the good to be accom­
plished.
Office M em orandum  228
Considerations such as these no doubt 
presented themselves to the leaders of 
N.R.A. in coming to the conclusions 
which were enunciated in the publication 
of Office Memorandum 228. This famous 
declaration of policies, which startled and 
somewhat astounded the business world, 
was issued on June 7, 1934. In effect, 
the memorandum consists of three parts. 
First, there is a statement of the ideal 
Code provisions with respect to price- 
filing, a subject which cannot be consid­
ered within the scope of this discussion. 
Second, the summarization of model Code 
provisions with respect to prices and cost 
accounting appears. And third, are out­
lined the administrative steps directed to 
the revision of the previously approved 
or the pending Codes.
Destructive Price Cutting
A model Code may contain a prohibi­
tion of “wilful destructive price cutting.” 
However, this evil should not ordinarily 
be controlled by the use of minimum 
prices. Apparently, the Memorandum 
contemplates that each individual case of 
predatory price reductions should be 
judged upon its own merits.
The Memorandum contains two sug­
gestions for the guidance of Courts or 
Administrative Officials in handling cases 
which involve destructive price cutting. 
One is a list of the characteristics by 
which this evil may be recognized. A 
predatory price policy on the part of any 
concern is declared to be one which
a. imperils small business establish­
ments,
b. tends towards monopolies, and/or
c. tends to impair the minimum hour
and wage provisions or the work­
ing conditions prescribed by the
Code.
However, Office Memorandum 228 does 
not contemplate that the existence of any 
of these conditions should be accepted as
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prima-facie evidence of destructive price 
cutting. Sales values may decline for 
numerous reasons, no one of which can­
not be condemned as unlawful. The de­
mand for the products of a given indus­
try may decline. Witness, for instance, 
the terrific inroads in the Artificial Ice 
Industry effected by mechanical refrigera­
tion. The available supply of a com­
modity may be increased by means of im­
provements in the methods of manufac­
ture and sale. The purchasing power of 
the monetary unit itself may increase, 
with a depressing effect upon price levels.
Obviously, any of these causes for price 
reductions may incidently result in the de­
struction of small enterprises. The weaker 
members of an industry are not always 
found in the list of large establishments. 
A long continued price decline may de­
stroy practically all of the competing 
members of a trade, permitting one or 
two establishments to monopolize what 
business that remains. Reduction in sales 
values, if not accompanied by increased 
volume, naturally force economies such 
as the curtailment of labor and other 
costs and the increase of the hours of 
labor.
Consequently, no one should conclude 
that falling prices which threaten the con­
tinued prosperity of small establishments, 
or which tend to foster monopolies or to 
break down Code wage and working con­
ditions are indicative of predatory prac­
tices. The demonstration of the existence 
of destructive price cutting requires proof 
of other occurrences. For instance, one 
should show that a business establishment 
is reducing its prices to amounts which 
are not warranted by the conditions of 
demand, supply, costs or fluctuations in 
the purchasing power of the medium of 
exchange and that in addition such action 
threatens or imperils the small enterprise, 
free competition and the Code labor pro­
visions.
The second guide suggested in Office 
Memorandum 228 for the treatment of 
cases of alleged unfair competition in­
volves the use of costs. “It is intended 
that sound cost estimating methods should 
be used and that consideration should be 
given to costs in the determination of 
pricing policies.” The Administration’s
action in abandoning cost accounting as 
the sole means of determining the line of 
demarcation between legitimate price re­
ductions and destructive price cutting does 
not require the entire scuttling of costs 
and accounting. The new policy indicates 
clearly that cost accounting becomes one 
of the many tests to be applied to alleged 
instances of unfair competition.
The Arbitration o f Alleged Cases of 
Destructive Price Cutting
The Memorandum suggests a plan or 
method for arbitrating alleged cases of 
wilful destructive price cutting. The model 
Code may provide that “any member of 
the industry or of any other industry or 
the customers of either may . . . complain 
to the Code Authority” that a price quo­
tation “constitutes . . . destructive price 
cutting . . . The Code Authority shall, 
within five days, afford an opportunity to 
the member filing the price to answer such 
complaint and shall, within 14 days, make 
a ruling or adjustment thereon. If  such 
ruling is not concurred in by either party 
to the complaint all papers shall be re­
ferred to the Research and Planning Di­
vision of N.R.A. which shall render a 
report and recommendation thereon to 
the” National Industrial Recovery Board.
The Memorandum does not state what 
action should be taken by the Recovery 
Board with respect to a report submitted 
by the Research and Planning Division 
in accordance with this procedure. Pre­
sumably, however, in the event that the 
defendant is considered to be guilty of 
the charges preferred against him, the 
matter would be referred for criminal 
prosecution. No cases of alleged destruc­
tive price cutting have as yet been pre­
sented for the consideration of the Re­
search and Planning Division and conse­
quently, no precedents have been estab­
lished.
Em ergencies and Minimum Prices
The only use of minimum prices sanc­
tioned by Office Memorandum 228 is for 
the temporary relief of a destructive price 
war. Minimum prices may be declared 
for a period of time not to exceed 90 
days. It is expected that during this in­
terval “remedial provisions” for the con­
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ditions which led to the acute situation 
will have been devised.
Cost Accounting  
Inasmuch as Office Memorandum 228 
frowns upon minimum prices and the pro­
hibition of sales below cost, it follows 
that the mandatory use of cost formulae 
need no longer be required. Code pro­
visions which require the use of a uni­
form cost method are but corollaries of 
the prohibition of sales-below-cost.
The Model Code provision suggested 
by Office Memorandum 228 contemplates 
the encouragement of the use of adequate 
cost finding methods. However, a mem­
ber of an industry ought not to be com­
pelled to use the approved system. It is 
stated that “each member of the industry 
shall utilize such methods to the extent 
found practicable.”
The experience of the Administration 
with cost accounting systems devised for 
the purpose of effectuating minimum 
price provisions has led it to believe that 
some Code Authorities endeavor to use 
these formulae as the means for forcing 
prices to unduly high levels. Many of 
the proposals presented to the Adminis­
tration would have compelled members of 
an industry to use overhead or deprecia­
tion rates which were based upon an aver­
age for all concerns. Consequently, Office 
Memorandum 228 contains this important 
requirement to be met by a cost account­
ing system for which administrative ap­
proval is sought:
“Nothing herein contained shall be 
construed to permit the Code Author­
ity, any agent thereof, or any member 
of the industry to suggest uniform ad­
ditions, percentages or differentials or 
other uniform items of cost which are 
designed to bring about arbitrary uni­
formity of costs or prices.”
Office M emorandum 228  and Future  
Codes
It should be emphasized that a Code 
drawn up after the issue of Office Memo­
randum 228 need not contain all of the 
provisions recommended. Furthermore, a 
Code may contain some of the suggested 
clauses and omit others. However, no 
proposed Code will receive approval if it 
contains price and accounting provisions
which go beyond the limits allowed in 
the new policy declaration. A new Code, 
for instance, may ban wilful destructive 
price cutting but it cannot prescribe the 
use of stated minimum prices or the pro­
hibition of sales below cost as the means 
of distinguishing between legitimate price 
reductions and predatory policies. A fu­
ture industrial agreement may provide for 
uniform cost methods to be approved by 
the National Industrial Recovery Board, 
but it cannot require its members to actu­
ally employ these formulae. The declara­
tion of emergencies and the determination 
of stated minimum prices for short peri­
ods of time authorized in the new Codes 
cannot confer any greater powers upon 
the Code Authorities than those which 
are enumerated in Office Memorandum 
228.
Office M emorandum 228 and the P re­
viously Approved Codes 
As previously stated, five-sixths of the 
Codes approved prior to the issuance of 
Office Memorandum 228 contained mini­
mum price provisions of a nature which 
would not be accepted under the new 
order. Consequently, it became necessary 
for the Administration to outline some 
procedure for the revision or amendment 
of the older Codes in order to bring them 
into harmony with the new price and cost 
policies. The last section of Office Memo­
randum 228 states this program in the 
following words :
“Divisional Administrators shall seek 
through agreements with Code Authori­
ties of approved Codes to amend them 
to conform with these policies and, 
wherever resistance is encountered, the 
subject shall be taken up with the” Na­
tional Industrial Recovery Board.
The efforts of Divisional Administra­
tors to negotiate deletions of the objec­
tionable code minimum price provisions 
has resulted in considerable confusion. 
Not only have the industries refused in 
general to modify their agreements but 
they have also pressed forward in efforts 
to procure the approval of stated mini­
mum prices and cost finding methods de­
signed to effectuate no-selling-below-cost 
Code provisions. The situation becoming 
quite acute, the National Industrial Re­
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covery Board conducted a series of hear­
ings on January 9-12, 1935. Full oppor­
tunity was there afforded representatives 
of trades, industries, and consumers’ 
groups to present factual data relative to 
price policies.
Three paragraphs of the resolution call­
ing the hearings are significant; they re­
affirm, in general, the policies set forth in 
Office Memorandum 228. These sections 
read as follows:
“ (b) That the Board hereby announces 
as its proposal for this first hearing and 
as its present position with respect to 
price fixing that in the usual case it is 
inconsistent with the most effective func­
tioning of our industrial system to have in 
or under codes or fair competition price 
fixing in the form of permanent schedules 
of minimum prices, with or without man­
datory costing systems for the purpose of 
establishing minimum prices.
“(c) That the Board recognizes the 
value of permissive cost systems, emer­
gency price provisions, and the dangers 
to the economic structure of destructive 
price cutting. It also recognizes that 
minimum prices may be proper for the 
normal operations of certain types of in­
dustry, but, in such cases, Government
supervision and control would naturally 
tend to be increased.
“ (d) That, after final determination of 
policy following this hearing, the Board 
will promptly take proper action looking 
toward having administration and code 
provisions made to conform to such 
policy.”
Conclusion 
The foregoing sketches the history of 
the N.R.A. destructive price policies from 
the inception of the Administration in 
June, 1933, to the conclusion of the price 
hearings of January, 1935. The business 
world is now awaiting anxiously the final 
determination of policies mentioned in 
the above cited resolution. This state­
ment will no doubt be made public by the 
time this article appears in print.
In conclusion, it must be noted that the 
recent changes in policies do not denote 
a relaxation of efforts to eliminate de­
structive price cutting. The new policy 
relates solely to the means or the devices 
by which this evil may be combated. 
Minimum prices, whether stated formally 
or derived indirectly by the use of cost 
methods, do not appear to be the proper 
remedy. Each individual instance must 
apparently be judged by its own merits.
T h e  A c c o u n t a n t  I n  P o l i t i c s  
a n d  O r g a n i z e d  S o c i e t y
by R. L. S a w y e r ,  C.P.A., and Attorney at Law, Tulsa, Oklahoma
IN recent years great strides have been made in the accounting profession, both 
in the improvement of the type of men 
known as accountants and in the enlight­
enment of the general business public as 
to the purposes and duties of an account­
ant. The American Institute of Account­
ants, The American Society of Certified 
Public Accountants along with the various 
State societies as well as the individual 
efforts of the members of the profession 
have been responsible for this improve­
ment.
And, while a great deal has been done to 
inform those engaged in commercial activ­
ities as to the function of an accountant, 
still the large majority of the general pub­
lic are yet uninformed as to what an ac­
countant is and are without a knowledge of 
the nature of the work he performs. To the 
accountant it is of the greatest importance 
that the public have an understanding not 
so much as to the intricacies of account­
ancy, but of the service that an accountant 
can ably and honorably serve in matters 
of this nature. How soon the public will 
understand depends entirely upon the part 
the accountant will take in public affairs 
and in organized society in the future. His 
service to mankind and his loyalty to or­
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ganized government must be evidenced.
The establishment and protection of the 
rights of the accountant are dependent 
upon the part he plays in organized so­
ciety and must be secured under our 
representative type of government in the 
same and like manner as all other citizens. 
His service to mankind must be existent 
and more than that must be acknowledged 
and recognized by society. How can he be 
recognized by society without being repre­
sented as a part of it? He cannot! To be 
recognized he must take a definite position 
in society and political affairs. Is he a 
man qualified for this part? Is not the 
Certified Public Accountant an upright and 
honorable citizen and a man above the 
average in education ? He is a man of high 
morals and with a keen interest in justice, 
and with these qualifications he certainly 
is destined to play an important part in 
society. But does the accountant ordinarily 
take an active part in politics? I am afraid 
the question must be answered in the 
negative.
The accountant is one who understands 
government, particularly those functions 
of an administrative nature and phases 
pertaining to accounting, economics, taxa­
tion and finance. He takes an interest in 
subjects of this nature, to be sure, and at 
times may even criticize the actions of 
some duly elected or appointed officials 
upon whose shoulders rest the responsi­
bility of government, but very seldom does 
he take an active part in politics, being 
more likely to shun publicity rather than 
to make his viewpoints known. The time 
has come now that he should no longer 
hesitate to assume his part and should take 
an active position in political affairs. The 
question then is how can the Certified 
Public Accountant place himself in the 
limelight of political prominence? First— 
it should be incumbent upon every ac­
countant, if only to exercise his rights as a 
citizen and perform his patriotic duty to 
his country that he ally himself with the 
political party of his choosing, and second 
—that he become a known, interested and 
active political worker in his home pre­
cinct and in the various political organiza­
tions. It cannot be doubted that he must 
be a member of a party, for standing alone
he can do nothing, but in organization his 
efforts may find expression.
Again what part can the various socie­
ties of accountants play in government and 
politics. No sane person would suggest 
their alliance with a political party. This 
would be disastrous to their very exist­
ence. But there is no well-founded reason 
why they cannot indicate their interest in 
governmental affairs. They may well and 
profitably notice other professional socie­
ties’ interest in matters of this nature. 
Note that it is the general practice of the 
various County Bar Associations, in order 
to secure a good judiciary, to hold selective 
elections among its members for the pur­
pose of endorsing certain candidates for 
court judges, and which selection and en­
dorsements are made regardless of any 
political affiliation, but only with a regard 
for the fitness of the candidate for the 
office. Now there are various elected pub­
lic officials whose duties have a direct re­
lationship to accounting and numerous de­
partments of our government that are 
essentially concerned with accounting 
problems. Why cannot the Certified Pub­
lic Accountants, through their various city 
chapters, endorse by selective ballot in the 
primary elections such candidates for pub­
lic office as city auditors, city finance 
commissioners, county treasurers, county 
clerks, and others whose qualifications 
must necessarily include accounting 
knowledge? The various State chapters 
and the national headquarters may like­
wise give consideration to elected and ap­
pointed State and Federal public office 
seekers.
This plan, if established by the national, 
the various State and city chapters, would 
be a means of bringing the accountant be­
fore the public eye, and if his profession 
is one of service, which we concede it to 
be, is a step toward better government.
ENOUGH?
Two darkies were talking about the de­
pression. “Boy,” asked one, “what would 
you do if you had all de money in de world 
right now?”
“Well, suh,” replied the other, “Ah 
reckon I ’d pay hit on mah debts— fah as 
it’d go.”—Alabama Highways.
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N e w  Y o r k  a n d  L o n d o n  S t o c k  E x c h a n g e s
By H e r m a n  H e r w o o d , C.P.A., New York City
OVER six billion shares of stock were traded in on the New York Stock 
Exchange in the past decade as compared 
with two billion in the prior ten-year 
period. This phenomenal increase in ex­
change activity brought in its wake specu­
lative excesses which in turn accelerated 
the enactment of restrictive legislation in 
the form of the Federal Securities Act of
1933 and the Securities Exchange Act of
1934.
With Federal control of stock exchanges, 
there will be a modification of the practices 
and mechanics of security trading. Will 
these changes follow the methods employed 
on the London Stock Exchange ? A com­
parison of the operating features of the 
New York and London Stock Exchanges 
will reveal many points of difference. Un­
doubtedly the economic and financial his­
tory of both nations has been a vital factor 
in shaping present methods.
In the early history of England, the 
Jews and Lombards exercised considerable 
influence in the financial affairs of the na­
tion. The Jews held sway from the Nor­
man Conquest until 1290, when Edward I 
issued an edict of banishment against 
them. On their dispersion, the Lombards 
from Florence, Venice and Genoa took 
their place and became the leaders in the 
money market.
As trade developed, royal recognition 
was given and accordingly, there was 
created the office of Royal Exchanger, and 
the person entrusted with this office was 
given the privilege of exchanging coins. 
Smaller offices were farmed out in other 
English towns and each place where the 
exchange was carried on came to be known 
as “The Exchange.”
After the money changers, came the 
money lenders. The Goldsmiths became 
the principal lenders and borrowers of 
money. They issued receipts for money 
lodged with them, and allowed interest. 
These papers circulated from hand to hand, 
and were known by the name of Gold­
smith’s notes. They were the first bank
notes issued and they marked the first step 
in the convenient process of translating 
capital into bits of interest-bearing paper.
These notes which made possible the 
negotiability of assets were products of 
Holland. When William III, the ruler of 
that small but powerful state, was called 
to the English throne, he brought with him 
sound methods of governmental finance. 
He introduced ingenious methods of rais­
ing money and established the principle 
that faith with the public must be kept in­
violate.
He borrowed by annuities, by lotteries 
and by tontine. Notwithstanding all these 
methods, William still required more 
money for his immediate necessities. An 
ingenious scheme was put forward in 1694, 
by William Paterson, a Scotsman, which 
resulted in the foundation of the Bank of 
England and the creation of the national 
debt.
The sum of £1,200,000 was to be raised 
by voluntary subscriptions, and the sub­
scribers were to be formed into a Corpora­
tion, to be styled “The Governor and Com­
pany of the Bank of England.” The Cor­
poration was to lend its whole capital of 
£1,200,000 to the Government, for which 
it was to receive interest at the rate of 8 
per cent, and an additional £4,000 for 
management.
The invention of stock certificates 
reached great heights of popularity. The 
authorities and the public seized upon it 
as a convenient means of directing capital 
into new channels. A multitude of new 
companies were organized and an active 
speculation in their shares set in. Prior to 
this period, speculative instincts had first 
been aroused on the Continent, for in 
1634, “tulipomania” reigned in Holland. 
Enormous sums were sunk in the cultiva­
tion of the flower and the feverish urge to 
multiply capital spread to London and 
Paris. There were other concerns in which 
deals took place, such as the New River 
Company in 1603, the East Indian Com­
pany in 1600, and the Hudson Bay Com­
80 T H E  C E R T IF IE D  P U B L IC  ACCOUN TANT F eb ru a ry ,
pany in the year 1670.
Dealings in stocks and shares were trans­
acted on the Royal Exchange. The dealers, 
however, overflowed into the preserves of 
the merchants and eventually the stock­
brokers voluntarily withdrew from the ex­
change. At this time, the national debt 
amounted to twenty million pounds and 
there was a deficiency in revenues. The 
monied men sensed the critical state of af­
fairs and watching the course of events, 
speculated and made huge sums in declin­
ing markets. As a result, popular indigna­
tion ran high and a law was passed in 1697 
against the stockbrokers and jobbers. This 
act limited the numbers entitled to trade 
and the authorized broker was compelled to 
carry on his person a silver medal or token 
inscribed with his name.
In 1698, with the increase of business, 
the brokers took to the neighboring streets 
and coffee houses. Change Alley, Jona­
than’s Coffee House, Cornhill, Lombard 
Street and Sweeting’s Alley became their 
meeting places. Change Alley was soon the 
scene of the successful negotiation of the 
first foreign loan in 1706. With the in­
crease of the national debt and the mania 
for speculation, the business of stock­
jobbing was greatly accelerated.
The early craze for stock speculation 
reached its height at nearly the end of 
the first quarter of the eighteenth century. 
The collapse of the South Sea Company 
in England and of John Law’s Mississippi 
Company in France caused a panic in the 
period of 1720-24. Change Alley was 
called a gambling house. Sir John Bernard 
drew the attention of the House of Com­
mons to the dealings of the Stock E x­
change. As a result, he succeeded in hav­
ing a law enacted in 1734, which was in­
tended to prevent stockjobbing. However, 
it was powerless in its effect. Trading con­
tinued and with the burning down of 
Jonathan’s Coffee House in 1748, “New 
Jonathan’s” took its place. It was located 
at the corner of Threadneedle Street and 
Sweeting’s Alley.
In July, 1773, “the brokers and others 
at New Jonathan’s came to a resolution 
that, instead of its being called New Jona­
than’s, it should be called ‘The Stock E x­
change’ which is to be wrote over the 
door.” The Stock Exchange at New Jona­
than’s in 1773 afforded a ready market 
for the operations of the bankers, mer­
chants and capitalists connected with the 
floating of the numerous loans raised at 
that period for the service of the State. 
The members paid a subscription of six 
pence to defray expenses, drew up rules, 
and placed its control in the hands of a 
“Committee for General Purposes.”
By 1801 there was not room enough in 
the old building. Accordingly, a group of 
Stock Exchange men under William Ham­
mond acquired a site in Capel Court, close 
to the Bank of England. Capital totaling 
£20,000 soon was raised.
The building was opened in March, 
1802, with a list of five hundred sub­
scribers. The deed of settlement vested the 
management in a committee of thirty 
members, chosen annually by ballot, with 
nine trustees and managers, separate from 
the committee, to have charge of the treas­
ury and represent the proprietors.
In the next three decades, England ex­
perienced three booms and three panics. 
In 1825 speculation was rampant, 626 new 
joint stock companies being formed, 
mostly in foreign loans and foreign mines. 
The boom collapsed with the failure of 
79 Banking Houses.
In 1835, in addition to the formation of 
about 60 Joint Stock Banks, huge sums 
were loaned to Spain and Portugal. The 
country was flooded with paper money 
which in turn brought wild speculation. 
The usual results followed.
Of great importance was the Railway 
mania in 1845. By September of that year, 
1,035 railway schemes had been regis­
tered. George Stephenson’s Rocket started 
the blaze of speculation which ended in 
panic and many failures. Out of the rail­
way craze sprang the important stock ex­
change rule as to special settlements.
In 1853, it was decided to rebuild the 
Stock Exchange and to increase the mem­
bership by 1,500. Subsequent years 
brought greater progress. In 1881, another 
extension was necessary to accomodate 
1,500 more members. The City’s authority 
over brokers was ended by the passage of 
an “Act for the Relief of Brokers for the 
City of London.”
The passing of the years brought re­
curring periods of prosperity and depres­
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sion. The financial crisis of Argentine in 
1890, the failure of Baring Brothers, the 
collapse of the Australia banks in 1893, 
the South African Kaffir boom, the Lon­
don and Globe group smash, the rubber 
boom of 1910, the recovery of 1920, and 
the Hatry disaster in 1929, all contributed 
in the further testing and welding of Eng­
lish financial institutions.
In America, until the end of the Revo­
lutionary War, commerce was in its in­
fancy, and capital was scarce. Philadel­
phia was the earliest commercial and fi­
nancial center of this country. The Bank 
of North America as well as the First 
Bank of the United States were located 
there. The demand for some of these bank 
stocks caused the founding of the first or­
ganized stock market in the United States 
at Philadelphia. The old Exchange Coffee 
House on Second Street was the scene of 
its origin. At certain hours in the day, 
merchants, brokers, and others met to deal 
in stocks and bills of exchange. Later 
they moved to the Merchants’ Exchange, 
where a more permanent organization 
was inaugurated.
With the welding of the thirteen states 
into a Union, New York became the logi­
cal commercial center. Banks were 
speedily organized under legislative char­
ters, and the Bank of New York went 
into operation in 1784. As these institu­
tions grew, they paid dividends and this 
action resulted in the popular desire to 
invest in the shares of these concerns. To 
meet the demand, pioneer brokers met in 
the open under an old Wall Street button­
wood tree some time in 1790. The refund­
ing of the National Debt in 1790 and the 
assumption by the Federal Government of 
the State debts caused the flotation of 
bonds totalling $77,500,000. These securi­
ties, as well as the bank stocks, created 
the demand for organized activity on the 
part of brokers.
As a result, on May 17, 1792, twenty- 
four residents of New York, who called 
themselves “Broker for the Purchase and 
Sale of Public Stock” signed the follow­
ing paper:
“We, the subscribers, brokers for the
purchase and sale of public stock, do
hereby solemnly promise and pledge
ourselves to each other that we will not 
buy or sell from this day for any per­
son whatsoever any kind of public stock 
at a less rate than one quarter per cent 
commission on the specie value, and 
that we will give a preference to each 
other in our negotiations.”
Among the signers of this historic docu­
ment were Leonard Bleecker, Hugh 
Smith, Bernard Hart, John Henry, the 
McEvers, and Messrs. Seixas and Hardy.
After 1792, the development of banking 
and insurance went on rapidly. Aaron 
Burr obtained the famous charter for the 
Bank of the Manhattan Company, and 
the Second Bank of the United States was 
chartered in 1816 with a capital of $35,­
000,000. The War of 1812 added millions 
to the government debt, and with the 
multiplication of stocks and bonds, the 
organization perfected in 1792 was inade­
quate to cope with the new conditions.
The real foundation of the present 
organization was laid in 1817. The brokers 
formed an association and adopted as its 
name, the New York Stock and Exchange 
Board. The solid integrity of the members 
caused them to revise the constitution in 
1820 for the distinct purpose of prohibit­
ing wash sales, and regulating of specific 
rates of commission for the different 
types of stock and bonds. One of the most 
important speculative movements of mag­
nitude that is on record at this early period 
occurred in 1822. An extensive bear pres­
sure in Wall Street forced the holders of 
hypothecated bank stocks to throw them 
on the market. The result was chaos, and 
discounts in New York, Philadelphia and 
Baltimore were stopped.
Trading for the next fifteen years 
chiefly revolved around government, bank, 
canal, insurance, and public utility secu­
rities. In 1825 the Croton Water Works 
Company stock was overscribed. From five 
to ten per cent semi-annual dividends 
were repeatedly declared by insurance 
companies. The Ocean Company in 1828 
paid 20% while the American Insurance 
Company paid 24%. State legislatures 
availed themselves of a hungry market and 
issued bonds by the million. By 1838, 
securities totalled about $175,000,000, 
being divided into sixty millions of bank
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shares, forty millions of railroads, and 
fifty millions for canals. The balance rep­
resented miscellaneous issues.
In 1833, the market was depressed and 
several failures followed. Among the ac­
tive stocks were those of the Life and 
Trust Company, Mohawk and Hudson 
Railroad, Saratoga Railroad, Morris Canal 
and Banking Company, and the Harlem 
Railroad. In the following year great ac­
tivity was the rule on the Exchange. Har­
lem Railroad advanced from 64 to 100 
and Delaware and Hudson Canal from 72 
to 113. The growth of agriculture, busi­
ness, and industry of the country found 
its counterpart in the stock market. The 
invention of the telegraph in 1842 caused 
a quickening of the business intelligence.
For the next eight years, the New York 
Stock Exchange pursued an even course. 
At this time the stocks of nearly all the 
railroads were listed. The price of E x­
change memberships was quoted at $400. 
Many of the members still continued to 
keep a blotter, in which they personally 
entered records of the daily sales. The 
volume of sales, however, kept growing.
The year 1852 was one of prosperity. 
Investments were made in all descriptions 
of bonds and stocks. In the next year the 
deluge came, and stocks declined violently. 
The disaster was caused by the banks sud­
denly contracting their loans. With the 
coming of the Civil War, speculation in­
creased. The buying and selling of secu­
rities was so magnified that many traders 
attempted to become members of the E x­
change but could not gain admittance. 
These men organized the Open Board of 
Brokers. They operated as a distinct ex­
change until their consolidation with the 
New York Stock Exchange in 1869.
The general feeling of confidence was 
abruptly ended in 1873. Commodity prices, 
land speculation and imports hit bottom. 
Money was tight and the Jay Cooke fail­
ure and the collapse of railroad specula­
tion precipitated the ruination of brokers 
and banks. The Stock Exchange closed 
for ten days and the banks suspended 
currency payments.
General business inactivity covered the 
next five years. From 1879 to 1881, there 
was an improvement marked by specula­
tion, expansion in industry, railroad con­
struction and increased foreign trade. The 
decline of the iron and steel industries, 
commodity prices and exports in 1882 
made for general dullness. Business re­
covery in 1886 continued until 1890.
In November of 1890, the financial 
strain caused the failure of many banks 
and brokers. The year was noticeable for 
the higher McKinley tariff, the passage of 
the Sherman Silver Purchase Act and the 
Sherman Anti-Trust Act.
Many businesses failed in 1891, but in 
1892, the manufacturing industries saw 
further expansion. Business failures and 
railway receiverships resulted in the col­
lapse of stock prices and a violent panic 
followed in 1893. As usual it resulted 
from undue speculation and expansion in 
trade, stocks and new enterprises.
The prosperity of 1898 found a reper­
cussion in the December panic of 1899. 
Again business was booming. Railroads 
and the iron and steel industries were 
humming, and commodity and stock prices 
advanced. Money was at a premium in 
1906 and this coupled with the San Fran­
cisco earthquake caused the failure of the 
Knickerbocker Trust Co. in 1907 and the 
banks suspended payment. The stock ex­
change collapsed and railroad and indus­
trial stocks gyrated downwards.
This financial catastrophe cast its 
shadows over the next five years when 
some improvement took place. The World 
War in 1914 caused the stock market col­
lapse which compelled its closing for the 
period July to December. War activity re­
vived business. The deflation period fol­
lowing the close of the war brought as 
its aftermath severe depression in 1920 
and 1921.
A gradual but steady recovery took 
place in 1922. Building construction in­
creased, automobile output and rising 
commodity prices made for a rapid im­
provement in employment. A slight de­
pression in 1923 was followed by a fur­
ther decline for the first half of 1924.
For the next five years, booms in real 
estate, unhealthy expansion in business, 
injudicious foreign flotations, uneconomic 
mergers and consolidations brought with 
it frenzied speculation in securities. The 
inevitable collapse of the stock market in 
the latter part of 1929 brought with it
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ruinous deflation with its concomitant fail­
ures in all walks of economic activity.
As noted, booms, panics, failures, 
crashing of security prices filled the his­
tory of both nations. The British investor 
having tasted the dregs of poison in the 
South Sea Bubble, John Law’s adventures, 
misguided foreign investments and the 
railway mania, demanded governmental 
protection. Under the leadership of Glad­
stone, then the young president of the 
Board of Trade, the Select Committee on 
Joint Stock Companies in its report in 
1844, made the following observation:
“Periodical accounts, if honestly made 
and fairly audited, cannot fail to excite 
attention to the real state of a concern; 
and by means of improved remedies, 
parties to mismanagement may be made 
more amenable for acts of fraud and 
illegality.” While the Companies Act of 
1844 was shallow, it was nevertheless a 
notable beginning in the control and regu­
lation of corporate practices.
With the further growth of corporate 
enterprise, came the demand for increased 
governmental supervision. The Companies 
Act of 1862 was followed by progressive 
legislative enactments in 1867, 1908, 1913, 
1917 and 1928. The Companies Act of 
1929 consolidated prior legislation and at 
the present time with the appointment of 
auditors vested in stockholders, financial 
statements have more significance. The 
auditor being responsible to the complete 
corporate group and having full access to 
all records, is in a position to adequately 
set forth the facts as he finds them.
The early financial experiences of the 
English made them realize the necessity 
for adequate control of corporations and 
security flotations. In the United States, 
new wealth was constantly being created, 
natural resources were being exploited, a 
domestic empire was looming on the hori­
zon. Little thought was given to the prob­
lem of general corporate regulation and 
control of the sale of securities to the 
public.
It is not surprising, therefore, that 
legislation controlling the sale of securities 
was first passed by Kansas in 1911 and 
was followed by West Virginia, Iowa, 
South Dakota, Ohio, Michigan and other
states. Judged by results, State laws gov­
erning the sale of securities were inade­
quate for the following reasons:
1. Lack of uniformity of the laws of 
various states.
2. Lax State corporation laws.
3. Competition between states for cor­
porate business reduced to a mini­
mum the safeguards contained in 
corporate charters.
4. Limited to intrastate transactions.
The inherent weaknesses in the multiple 
and vacillating State laws accelerated by 
the Kreuger and Insull fiascos led to the 
passing of the Federal Securities Act 
which was signed by the President on May 
27, 1933. The Federal law does not at­
tempt to prevent speculation in securities 
but to safeguard the purchaser against 
misinformation.
The cavalcade of economic and financial 
history makes more easily understandable 
the reasons for the difference in the op­
eration of the London and New York 
Stock Exchanges. Cognizance must be 
taken of the following:
1. The English are an older civilization, 
having greater financial wisdom which 
came with bitter experience.
2. London through the years emerged 
as the leading financial center in the 
world. Its operations have not been con­
fined to domestic industries but have in­
cluded on a large scale colonial and for­
eign flotations.
3. The English are a homogeneous 
people where speed is not the keynote of 
life. The building of an Empire is not an 
overnight development.
4. While England is a great liberal 
democracy, class distinctions always 
played a part in its life. The tools of in­
vestment were and are a part of the 
moneyed classes. “The baker, the butcher 
and the candlestick maker” have been con­
tent to place their surplus funds in sav­
ings banks.
5. The common law doctrine against 
monopolies impeded the merging of small 
corporations into huge organizations. 
Hence marked concentration of capital 
was not essential, thus precluding the ad­
vent of great masses into the realm of 
high finance.
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6. In the economic and financial de­
velopment of Great Britain in the last cen­
tury, the ruling powers were conscious of 
the absolute necessity of protecting the 
investor. In the United States the burden 
was placed on the New York Stock E x­
change which did meritorious work, but 
was powerless against archaic and weak 
laws governing corporations and the sale 
of securities in the 48 states of the Union.
Let us now turn to the organization and 
functional phases of both exchanges.
Organisation:—The London Stock E x­
change is in reality a building owned by 
certain proprietors and used for the pur­
pose of carrying on a market for secu­
rities. It is not regulated in any way by 
charter or statute. The capital of this asso­
ciation of proprietors is £720,000, divided 
into 20,000 shares.
The administration of the Stock E x­
change is vested in two bodies. They are 
the Managers and the Committee for 
General Purposes. The Committee has 
absolute control over the methods of busi­
ness and the admission of new members.
The New York Stock Exchange is a 
voluntary association of 1,375 members, 
and until passage of the Securities E x­
change Act in 1934, was not under gov­
ernmental control. The governing Com­
mittee, which consists of the president, 
the treasurer and 40 members of the E x­
change, is in charge of its management. 
There are twelve standing committees ap­
pointed from its own members comprising 
the following:
Committee on Admissions, Arbitration, 
Arrangements, Business Conduct, Consti­
tution, Finance, Law, Odd Lots and 
Specialists, Publicity, Quotations and 
Commissions, Securities and Stock List.
M em bership :—The number of members 
on the London Stock Exchange, strictly 
speaking is not limited, but when it is 
considered that the 20,000 shares are di­
vided in the ratio of three shares for each 
member, when there are 6,666 members 
the membership will be completed. The 
total membership at the present time is 
about 4,000. Entrance is carefully re­
stricted and is limited to British subjects 
of full legal age. Membership is not for 
life but is subject to renewal each year.
While there is but one way by which 
one may become a member of the New 
York Stock Exchange, in the London 
Stock Exchange there are various ways. 
The easiest and most expensive, without 
the necessity of serving an apprenticeship 
of four years as a clerk, is by paying fees 
totalling £1,150 and having three mem­
bers who will serve as surety for four 
years for the sum of £500 each. Other 
candidates who wish to join the Exchange 
may have their entrance fees reduced if 
they have served as clerks for four years.
Each member may have one authorized 
clerk, two unauthorized clerks, and two 
settling room clerks. An authorized clerk 
may transact business in the Exchange on 
behalf of his employer, the unauthorized 
clerks only possess the right to enter the 
house, but may not transact business 
within the exchange.
The total number of members on the 
New York Stock Exchange is limited to
1,375. Admission to membership is possi­
ble only by purchase of a “seat” from 
some member subject to approval by the 
Committee on Admissions. The applicant 
must be a citizen of the United States, 
enjoy good health, and be sound in charac­
ter as well as in finances. Prices paid for 
seats are in proportion to the activity of 
stocks. Usually a bull market causes the 
rising of prices of seats. It is interesting 
to note that in 1871 a seat could have 
been purchased for $2,750, while in 1929 
the high price reached was $625,000.
It can readily be seen that the member­
ship requirements of the London Stock 
Exchange are more elastic, less expensive, 
and by making it easier for clerks to be­
come members it furnishes the necessary 
ballast of trained administrators.
Functional Division of M em bers :—A 
peculiar feature of the organization of the 
London Stock Exchange is the division of 
members into jobbers and brokers, the 
latter being the more numerous class. The 
broker deals with the outside public and 
acts merely as an agent between the pub­
lic and jobber. The jobber is not allowed 
to deal with the public, but confines his 
activities to dealing with brokers and fel­
low jobbers. The broker earns his com­
mission, while the jobber makes his profit
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on the trade. While this arbitrary division 
has been criticized, it has been justified on 
the grounds, that the layman receives 
greater protection when an experienced 
broker does the buying and selling for 
him.
On the New York Stock Exchange 
brokers are not restricted in their opera­
tions as the field is open to all members. 
There are commission brokers who buy 
and sell for their firms’ customers. The 
$2 broker takes care of the surplus busi­
ness of the commission broker and re­
ceives $2 commission on each 100-share 
transaction he makes. The floor trader 
buys and sells for his own account and 
accepts no commissions. The specialist 
deals in designated stocks.
Limitation of Pow ers o f M em bers :— 
The members of the London Stock E x­
change are strictly forbidden to advertise. 
Rule 78 of the Rules and Regulations of 
the London Stock Exchange provides as 
follows:
“A member of the Stock Exchange is 
not allowed to advertise for business pur­
poses or to issue circulars or business 
communications to persons other than his 
own principals.”
The location of the offices of the mem­
bers must be within one mile of the Stock 
Exchange. Branch offices are not per­
mitted.
Members of the New York Stock E x­
change, on the other hand, may advertise, 
if all such matter is first approved of by 
the governing authorities. There is no 
limitation on location and branch offices 
may be maintained.
Commission C harges: — Commission 
rules of the London Exchange are not as 
strict as those of New York, where the 
splitting of commission is prohibited. 
London brokers regularly divide with 
banks, barristers and business solicitors 
known as “half commission men.” Unlike 
the customer’s man, the latter are free 
lances and not in the employ of a broker. 
Uniform commission charges are provided 
for in both exchanges.
Listing Securities:—The committee of 
the London Exchange looks into the af­
fairs of the applicant company and makes 
inquiries concerning the principal interests
There is no “Curb Market” where a new 
company may pass through a seasoning 
period. Stocks and bonds of foreign com­
panies may be admitted to official quota­
tion provided they are officially quoted in 
a stock exchange of their own country.
The company issuing new securities 
must advertise information apart from the 
usual prospectus invitation to subscribe. 
The advertisement must contain a clause 
which in substance says:
“The directors collectively and indi­
vidually accept full responsibility for the 
accuracy of the information given.” There 
are very few additional requirements as 
the English Companies Act effectively 
regulates corporations, their issue and 
their statements to the public.
The principal markets include the Con­
sols Market, British Railways, Foreign 
Stock and Shares, American Shares and 
Bonds, Indian Railways, Trunk and 
Colonial, South American Railways, 
Banks, Nitrates, Rubbers and Mining 
Shares. The approximate number of issues 
are close to 10,000 and are valued at about 
eighteen and one-half billion pounds.
The Committee on Stock List of the 
New York Stock Exchange provides for 
the meeting of certain requirements by 
those desiring to have their securities 
listed. The application must embody a 
detailed explanation of the financial struc­
ture, balance sheet and profit and loss 
statements. The Securities and Exchange 
Commission which is charged with the 
administration of the Securities and E x ­
change Act of 1934 will in the future 
supplement and regulate listing require­
ments.
As of July 1, 1934, 2,771 issues were 
listed on the New York Stock Exchange 
with a total market value of close to 74 
billions of dollars. Of the total, 407 were 
represented by foreign issues with a mar­
ket value of over seven billions of dollars. 
The New York Stock Exchange business 
dealings are in the main confined to do­
mestic corporations, whereas on the Lon­
don Stock Exchange are found securities 
representing many different countries all 
over the world.
Buying and Selling Securities:—In 
opening an account with a broker in Lon­
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don, the buyer or seller of securities must 
furnish letters of introduction and refer­
ences. This compulsory requirement can 
be attributed to two reasons:
1. No margin is required, credit gov­
erning the course of dealings.
2. The Stock Exchange rules forbid 
brokers to transact speculative business 
for any persons who are not principals 
without the knowledge of their employers.
Orders for buying and selling must be 
given by the public to the brokers, and 
not the jobbers. A broker on receiving an 
order from a customer goes to the place 
on the floor where he will find the jobbers 
in that security. I f  the jobber is willing 
to deal, he must quote two prices, the first 
being the price at which he will buy, the 
second that at which he will sell. Having 
made a price, he is compelled to deal with 
the broker, whether he is buyer or seller.
While there is no limitation on dealings 
in securities, there is one exception, and 
that is speculation in bank stocks. The 
statutes provide that sales of bank stocks 
can be rendered void unless distinctive 
numbers of the shares are given at the 
time of selling. This restricts sales to ac­
tual owners.
The form of stock most common in 
London is “registered.” It is stock regis­
tered in the name of the owner having 
only a certificate of such registration. 
Ownership passes by means of a deed or 
transfer executed by both seller and buyer. 
Deposit with the Company of both deed 
and certificate accomplishes new registra­
tion in the name of the new owner.
The method of making markets has been 
severely criticized on the ground that the 
spread between bid and asked prices may 
be too great and is placing too much power 
in the hands of jobbers. However, it must 
be remembered that the London E x­
change’s trading list contains a vast num­
ber of small company capitalizations in 
which dealings are necessarily infrequent 
and small. If  not for the jobber there 
would be no market for many of these 
issues. The New York Stock Exchange 
has fewer listings and much larger issues, 
and the freedom to deal permits brokers 
to service the relatively smaller number 
of inactive stocks.
In New York, dealings are for cash, 
settlement being made on the second day 
after the deal. It is therefore necessary 
for the American speculator to produce 
margin promptly, not only to secure his 
broker, but to assist immediately in fi­
nancing his new made commitments. 
London is a contract market, where de­
livery and payment are made every fort­
night.
On first consideration, term settlements 
by both the broker and customer would 
be conducive to excessive speculation. 
Recognizing the lurking danger, London 
jobbers and brokers keep a sharp watch 
on each other. The broker in turn care­
fully looks into the financial and character 
qualifications of his customers. Daily set­
tlements would prove impracticable when 
it is considered that a good portion of 
business on the London Stock Exchange 
originates in foreign countries. While this 
system proved its usefulness in London, 
it would prove to be foolhardy and un­
wise if tried in New York, as speculation 
would be intensified.
Publicity o f Quotations:—In London, 
the Stock Exchange Daily Official list is 
published under the authority of the Com­
mittee. It is issued each evening at about 
5 P. M. and quotes the ruling prices at 
3 :30 P. M. The closing prices shown are 
not official as they are furnished by the 
jobbers and are generally nominal quota­
tions. The Committee does not accept any 
responsibility for the status of shares and 
stocks quoted. The volume of transactions 
is not published.
There is a ticker service but only about 
10 or 15% of the transactions are reported. 
Telephones and private lines are not com­
monly used by clients and brokers. One 
reason for this is that in London, cus­
tomers buy their stocks outright more fre­
quently than is done here. The English­
man is not a scalper of small profits as he 
usually invests for the long pull.
In New York, the cash system of trad­
ing, the buying for quick turns and the 
fixing of prices in open competitive bidding 
makes essential full and immediate pub­
licity of all transactions. That accounts 
for the operation of 4,625 stock tickers in
( Continued on page 100)
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C o r p o r a t e  R e o r g a n i z a t i o n s :  
T h e  P r e s e n t  S i t u a t i o n *
by R o b e r t  N. M i l l e r ,  Attorney, Washington, D. C.
I WOULD say that the keynote now as to the vital income tax questions aris­
ing out of various forms of corporate ex­
changes is—intolerable uncertainty. A 
business man about to undertake a wholly 
lawful exchange of property is often ac­
tually unable to find out whether or not it 
would involve his losing, through taxa­
tion, a substantial part of his capital. He 
cannot find out because there is nobody 
who knows with certainty what the final 
decision will be. The range of questions 
as to which this twilight zone of doubt ex­
ists is wider than it has been in ten years.
This is true, in spite of several encour­
aging changes appearing in the new 1934 
Act in the direction of clarification, not­
ably the commendable sharpening up of 
the definition of reorganizations in connec­
tion with the non-recognizing provisions 
—legislation which should be helpful at 
least as regards tax problems for years 
governed by that statute.
I need not say to you that such uncer­
tainty is always injurious both to the Gov­
ernment and to the taxpayer—more injuri­
ous in the reorganization field, even, than 
in the general field of taxation, because 
the tax-amounts involved, even in a single 
transaction of the reorganization type, are 
almost always so large that the possible 
tax is a major factor in the business man’s 
decision whether to act or not to act.
Tax problems are certainly “germane” 
in the sale or exchange of assets when the 
rates are high. The money which is paid 
to the Government because of a tax levy 
is gone just as truly and finally as if it is 
paid out for expenses; the practical ques­
tion in any sale or any exchange is how 
much the seller will have left of his capi­
*A d d re s s  a t F e d e ra l T a x  C lin ic , 10 A . M . 
Tu esda y , A u g u s t 28, 1934, in  con nec tion  w ith  
57th A n n u a l M e e tin g , A m e r ic a n  B a r  A sso c ia ­
tio n , a t M ilw a u k e e , W is c o n s in .
tal after all the consequences have been 
met, and this figure is lessened by an in­
crease in the amount of taxes just as 
much as it is by a decrease in the amount 
of selling price or value of property re­
ceived.
In seeking to assign reasons for this 
condition of uncertainty—in addition to 
the fundamental reasons that the subject 
is very difficult and that the fact-situations 
involved present an infinity of variations 
—it is only fair to say that the administra­
tive authorities are not primarily responsi­
ble for it; in spite of occasional inconsis­
tencies, they have done some of their best 
work in the reorganization field.
One clean-cut cause lies in the fact that 
consolidated returns have been abolished 
by the 1934 law, except in the railroad 
field. Some difficult reorganization ex­
change questions now have to be decided 
which were formerly merely academic be­
cause taxability was often controlled by 
the simpler principle that in consolidated 
returns gain or loss from intercompany 
transactions is disregarded.
Another cause is the tendency of tax 
legislation toward gradual limitation of 
deduction for losses. When losses were 
as freely deductible as gains were taxable, 
the Government was sometimes on one 
side of the “recognition” question and 
sometimes on another—in one case oppos­
ing recognition where there was a loss, in 
another arguing for recognition where 
there was a gain. Now that so many 
limitations on the deductibility of losses 
are being enacted, the litigated cases about 
losses are fewer and less important, and 
the courts are not so often reminded that 
the question of recognition has a loss as­
pect as well as a gain aspect.
Possibly another reason is found in the 
tendency of the times toward “rough- 
housing the rich” and toward using taxa­
tion as an agency for governmental regu­
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lation. When we begin to use a razor both 
as a razor and as a screw-driver, it can 
hardly be expected to give a very clean 
shave.
Rather curiously, a still more important 
cause finds its source in one of the finest 
and most encouraging features in modern 
jurisprudence—that attitude of judges 
known as “free decision,” which has been 
constructively discussed in this country by 
Justice Cardozo, Dean Pound, and other 
writers on the philosophy of law.
I do not at this time attempt to say 
what limitations must be placed on the 
highly useful “free decision” principle 
when it is applied to interpreting tax 
statutes—a field in which (1) certainty of 
.meaning acquires a peculiar degree of de­
sirability, and in which (2) the legislative 
branch, cooperating with the Treasury, 
has a broader, more expert and more 
practical view of the questions of tax 
policy than a court can get in considering 
a limited number of tax cases, along with 
its grist of other work. The point now is 
that, for the present at least, there seems 
to be a tendency to give rather less weight 
to settled administrative practice than for­
merly, and a somewhat stronger inclina­
tion to get away from literal construction, 
when the results of such construction in 
the specific case seem inapt. I am far 
from believing that a clearly invalid ad­
ministrative practice should be upheld be­
cause it has been in effect for a long time, 
or that construction of a clause in a tax 
statute must invariably be literal. I 
merely point out what seems to be a slight 
shifting of attitude in deciding these deli­
cate questions. Considering the complex­
ity of the many tax problems which are 
presented to the courts and to the Board 
of Tax Appeals, this is not surprising; we 
have reason to be grateful to them for 
having avoided many pitfalls which might 
easily have caused trouble.
Both taxpayers and tax-collecting au­
thorities have to bear in mind the uncer­
tainties of this subject, not only in decid­
ing whether or not to litigate any particu­
lar question, but also, when litigation has 
been entered on, in deciding what features 
of the case to emphasize when presenting 
and arguing it.
It is one thing to forecast the attitude 
of the courts on a tax construction point 
when they are merely acting as a pool 
which clarifies the streams of legislation 
as they flow into it; it is another thing if 
the courts are like a sea which salts all the 
waters that flow into it and sends them 
forth with a strong new flavor derived 
from the sea itself.
To the tax-collecting authorities the 
present tendencies of courts must neces­
sarily suggest the usefulness of more de­
tailed and specific regulations; the new 
regulations soon to be issued are expected 
to show this change, not only as affecting 
1934, but earlier years as well.
The uncertainties now existing may be 
illustrated, by the comparatively recent de­
cisions of the United States Board of Tax 
Appeals which hold that certain transac­
tions otherwise within the statutory defi­
nition of “reorganization” are not reorgani­
zations because of a failure to liquidate 
and dissolve one of the corporate parties. 
This precise question—as to whether or 
not dissolution in such circumstances was 
essential to a “reorganization” as defined 
in the tax law—had first been before the 
administrative authorities eleven years 
previously, when the regulations under the 
Revenue Act of 1921 were first issued in 
1922. The 1921 Act was the first tax law 
containing the words now under construc­
tion in subdivision (A ) of the definition 
of reorganization, “ (A) a merger or con­
solidation (including the acquisition by 
one corporation of at least a majority of 
the voting stock and at least a majority 
of the total number of shares of all other 
classes of stock of another corporation, or 
of substantially all the properties of an­
other corporation) * * * .” The regulations 
under the 1918 Act (an Act containing no 
definition) had specifically required dis­
solution, but the administrative authorities 
came to the conclusion in 1922 that, un­
der the new express definition, dissolution 
could no longer be required in most such 
exchanges and struck that requirement 
out of the regulations.
Various acts of Congress were passed 
in the following years, making no change 
in subdivision (A ) of the definition of re­
organization, and successive editions of
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the regulations continued to omit the re­
quirement of dissolution, in contrast with 
the 1918 regulations which had contained 
the requirement. Administrative practice 
was continuous and consistent with this 
conclusion for more than eleven years, 
until the United States Board of Tax 
Appeals, on its own initiative, again raised 
the old question whether a dissolution 
was necessary, and arrived at a conclu­
sion contrary to the Treasury rule.
In spite of my great respect for the 
Board and its work, I feel that the Board 
was wrong in its view as to the original 
legislative intention. I believe the Board 
failed, in this and other closely related 
decisions of recent origin, to give proper 
effect to the language of the definition, 
and had far too narrow a conception of 
the reasons behind the non-recognizing 
provisions. For instance, when in the 
Watts* case the tax due from the individ­
ual is held to depend on something he has 
no real interest in—whether a corporation 
in which he has only a minority interest 
liquidates a subsidiary or not—it is hard 
to imagine any “living thought” that this 
could be the skin of, or a general Congres­
sional purpose which would account for 
so curious and meaningless a distinction.
But what mainly concerns us here is 
that the twilight zone of doubt in the 
whole reorganization exchange field was 
necessarily widened by the Board’s recent 
attitude of aggressive reexamination of an 
administrative policy which to say the 
least had good arguments in its favor. 
Many thousands of business transactions 
planned in the light of the Treasury’s 
wholly reasonable interpretation, are now 
found to involve danger of substantial tax 
liability.
No Circuit Court of Appeals case on 
this question has yet been decided; and 
while the Revenue Act of 1934 seems to 
make it clear that dissolution in such cases 
will not be required for the years affected 
by the new Act, the taxable years earlier 
than 1934 are still subject to the doubt 
raised by these Board of Tax Appeals 
decisions.
Turning to the effects of the so-called 
“free decision” attitude, consider the
*28  B . T .  A . 1056.
much-talked-of case of H elvering  v. 
Gregory (69 Fed. (2d) 809), previously 
referred to, in which Judge Learned Hand 
of the Second Circuit wrote the opinion. 
It was a case in which transactions of the 
taxpayer had been planned within the let­
ter of the reorganization exchange provi­
sions and the capital gain provisions of the 
Revenue Act of 1928. But the court de­
nied the applicability of the reorganization 
exchange provisions “because the transac­
tions were no part of the conduct of the 
business of either or both companies; * 
*." The opinion admits “the violence 
done the literal interpretation of the 
words,” and reads into the literal words 
of the statute—obviously with the desire 
to discourage plans for tax avoidance— 
a new requirement that “the readjustment 
shall be undertaken for reasons germane 
to the conduct of the venture in hand, not 
as an ephemeral incident, egregious to its 
prosecution.” I mention this case here, 
not mainly to raise or to discuss the ques­
tion whether the court was right or wrong 
in deciding, as a court, the issues pre­
sented, but rather to note how the decision 
tends to widen the twilight zone in many 
reorganization cases. It apparently indi­
cates that the court is willing to make the 
tax depend in part on the difficult ques­
tion of purpose, a view which necessarily 
introduces new difficulties as to forecast­
ing what view the courts will take on the 
fact question as to what any particular 
taxpayer’s motive was.
Without discussing in detail the merits 
of that decision, I venture to express the 
view that no one of the reasons stated in 
the opinion would have been sufficient to 
induce the Congress which passed the law 
there construed to insert an express pro­
vision designed to limit the definition so 
that purpose might be a factor in deter­
mining the amount of tax. The statement 
made to Congress on behalf of the Treas­
ury as to its draft which, with some 
changes, became the 1924 Act, aptly says 
in discussing another part of the same sec­
tion of that law:
“The intention of the party at the 
time of the exchange is difficult to de­
termine, is subject to change by him, 
and does not represent a fair basis of 
determining tax liability.”
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The Finance Committee of the Senate 
said the same in reporting the bill.
As you know, the petition for certiorari 
has not been opposed by the Government 
and awaits action by the Supreme Court at 
the next term.
It is interesting to see how nearly this 
new wave of uncertainty synchronizes 
with the vigorous efforts made in this 
year’s Congress to repeal the non-recog­
nizing provisions in their entirety. While 
those efforts did not succeed—largely be­
cause the Treasury’s experience with tax­
payers leads it to favor the retention of 
provisions of this general type—they ob­
viously had political force behind them 
and will be renewed. It is as if some of 
the courts in construing words enacted ten 
years ago by another body of legislators 
are giving effect to the newer views now 
being expressed.
An intelligently progressive attitude in 
the judiciary is undoubtedly essential in 
these times. In most fields of statutory 
construction, as between being ten years 
ahead of the statute they are construing 
and being ten years behind, the ahead-of- 
time attitude is probably better, but the 
peculiarities of the field of high-rate taxes 
call for exceptional caution in that field. 
The attitude of the Supreme Court in such 
cases as U. S . v. M erriam * and Morrill v. 
Jo nes**  is rooted in common sense and 
sound policy.
I have been asking myself what can be 
done by judges, by lawyers representing 
the Government and by lawyers in pri­
vate practice, to promote order and cer­
tainty in these matters instead of the pres­
ent unfortunate tendency away from order 
toward chaos. Unfortunately there is no 
patent medicine which will accomplish this 
easily and at once; something can be done 
by legislation and by new administrative 
regulations, but these alone will not go far 
in providing a remedy. We members of 
the Bar who represent either the Govern­
ment or the taxpayer in tax cases need to 
remind ourselves that judges have a right 
to expect from us full presentation, not 
merely of the fact, but of all the important 
considerations bearing on a proper con­
struction of the law. We must do our 
part if we are to expect the best possible 
decisions from the bench. My suggestion 
is that everyone who deals with tax prob­
lems would do well first to ask himself 
what are the general considerations most 
important in this connection, and then to 
do what he can to see that these funda­
mentals are kept in mind by those who 
must deal with these problems.
To make this suggestion concrete, and 
with the hope that you will greatly im­
prove on any ideas I may express, I sub­
mit the following propositions relating to 
the non-recognizing provisions, and invite 
your comment as to (a) whether they are 
true and (b) whether they have important 
bearing in adjudicating tax cases.
1. These non-recognizing provisions, 
from their first appearance in the law, re­
flected a double-edged desire (a) to prevent 
the Government from losing tax by the 
allowance of losses incurred in the types 
of transactions therein described, and (b) 
to prevent taxpayers from being taxed on 
gains in such cases; so that a narrow con­
struction in any particular case may be un­
favorable or favorable to the Government 
in that case, according as there was a loss 
or a gain.
2. In providing for the latter phase— 
the relief of some types of gain from tax 
— Congress certainly was actuated by 
more than one reason. In some quarters* 
it seems to have been assumed that the 
only or the main reason was a desire to 
relieve mere “paper transactions” from 
tax—those in which the taxpayer ex­
changed something for substantially the 
same interest in another form. It is true 
this was one of a considerable number of 
situations to which the legislation was di­
rected, but to assume that this was the 
only purpose or “living thought” behind 
the words of the Act is to start with an 
ill-founded assumption.
3. A wholly different, and very im­
portant, reason was the desire to make 
sure that certain business adjustments in­
volving exchanges in kind should not be 
hindered by the heavy tax burden. In
* 2 6 3  U . S . 179. 
* * 1 0 6  U . S . 466 .
* C f .  th e  o p in io n  in  M in n e s o ta  T e a  C om p any , 
28 B . T .  A . 591, w h ic h  speaks o f  “ s u b s ta n tia lly
th e  sam e in te re s t.”
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the language of the reports of the Ways 
and Means Committee, and of the Finance 
Committee, the reorganization provisions 
were adopted “in order that ordinary busi­
ness transactions will not be prevented on 
account of the provisions of the tax law.” 
In referring to this legislative history, the 
Circuit Court of Appeals for the Fourth 
Circuit said:*
". . the course of the legislation in­
dicates that the various additions and 
amendments were intended to enlarge, 
rather than restrict, the scope of the 
section as a whole. . .
“. . . if the transaction partakes of 
the nature of a merger or consolidation 
in a liberal view, it is not the purpose 
of the Act to recognize either a gain or 
loss in the transaction, . .."
4. That the “living thought” behind 
these words in the Act was one of broad 
rather than narrow or purely verbal ap­
plication appears on the face of these 
provisions from the great variety of situa­
tions there remedially treated. For in­
stance, if the general purpose of Congress 
had been narrow, and had been limited 
only to those cases where the taxpayer 
gets the same thing in a different form, 
Congress would never have provided for 
any tax-free exchanges of one piece of 
property for a different piece, nor would 
Congress have permitted a stockholder to 
make a tax-free exchange of his stock in 
a very small corporation when it is 
merged or consolidated with a much larger 
corporation, thus acquiring interests in 
new and very different assets, in no sense 
“substantially the same” as what he had 
before.
The broad intention of Congress is fur­
ther indicated by the breadth and detail 
of the definition of the word “reorganiza­
tion.” The Supreme Court has said :** 
“The words within the parenthesis 
may not be disregarded. They expand 
the meaning of ‘merger’ or ‘consolida­
tion’ so as to include some things which 
partake of the nature of a merger or
*C . H .  M e a d  C o a l C om p any  v . C o m m iss io n ­
e r, P a r. 9380, C. C. H .  F e d e ra l T a x  S erv ice ,
1934.
**P in ella s  I c e  &  C o ld  S t o r a g e  C o . v . C o m ­
m issio n er, 287  U . S . 462.
consolidation but are beyond the ordi­
nary and commonly accepted meaning
of those words.”
5. These provisions were not put into 
the law by the selfish efforts of special in­
terests, but were originated for the bene­
fit of the Government by a tax advisor of 
the Treasury and of the Ways and Means 
Committee, the late Dr. Thomas S. 
Adams, working with other Treasury ex­
perts. I need hardly say here that he was 
a notably able and independent tax econ­
omist who had recently been a tax com­
missioner of Wisconsin. He held, among 
other views, the view—still sound, I be­
lieve—that it is best to lubricate the axles 
of the cart which produces tax revenue, 
—not for the sake of the cart but for the 
sake of the tax-collecting government 
which needs to keep its cart efficient. To 
change the figure, the theory is the same 
as that of the farmer who keeps his milch 
cows free from unnecessary annoyance, 
because if he does, he gets more milk. Dr. 
Adams believed, and Congress believed 
with him, that it is necessary that the 
Government itself should practice tax- 
avoidance in certain situations, of which 
these are examples. The Government 
avoided collecting a tax in these specified 
cases, by enacting these express non-rec­
ognizing provisions, because Congress be­
lieved such avoidance was in the long 
view a better thing for the Government 
than collecting the tax would have been.
6. In a statute imposing very heavy 
taxes there is a close relation and balance 
between the rate of the tax and any ame­
liorations which may have been embodied 
in the law. The ameliorations were not 
forced into the law by opponents of the 
tax, but are as much a part of the scheme 
as the tax itself. Thus, if Congress con­
siders it feasible to impose a maximum 
rate of 59 per cent in a certain situation, 
and softens the impact by certain amelio­
rations, this ordinarily indicates that the 
Congress felt it unwise to impose so high 
a rate, without the softening provisions. 
Similarly, it is common knowledge that, if 
no deductions were allowed from gross in­
come in calculating taxable income, the 
rate of tax would have to be very much 
lower than at present, if the law is to 
work efficiently. It is therefore erroneous
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to think of any such ameliorations as tax- 
avoidance provisions.
7. The primary guides in ascertaining 
the intention of Congress, as applied to a 
novel set of facts, are the statute itself, 
its legislative history in case of a gap or 
ambiguity, and the settled administrative 
practice, if any; the reasons given by 
courts in deciding other controversies 
where the facts were different are second­
ary only, and often misleading.
A judge who feels obliged to reach very 
far out of the statutory window, so to 
speak, in order to arrive at what seems a 
practical result, but which is not inside the 
window, must often be surprised and 
shocked to see the words of his opinion 
treated by another judge, deciding a case 
involving different and less exceptional 
facts, as if the opinion had been written 
in the spirit of general legislation. The 
first judge can hardly relish having his 
opinion used as the other judge’s reason 
for falling out of the statutory window 
entirely.
Thus in H elvering  v. Gregory, supra, 
the court’s problem was merely to decide 
that single case, which the “ephemeral” 
element and other elements rendered so 
peculiar that a decision of it would be 
more likely to illustrate an extreme ex­
ception than a general rule. Whatever the 
result reached in such a case on its own 
peculiar facts, both experience and com­
mon sense warn us that an extreme case 
is not a very useful place to hunt for con­
trolling guidance in adjudicating wholly 
different situations. There are so much 
better places to hunt for light, that is, the 
primary sources mentioned above.
Administrative authorities, also, need to 
be on their guard in distinguishing actual 
decisions from the language of the opin­
ions supporting them.
8. In cases where there is a gap or am­
biguity in the statute, an indispensable pre­
liminary to decision is an open-minded 
study of the legislative history, as shown 
by successive changes in the law and by 
committee reports. But in the absence of 
a gap or ambiguity they cannot safely be 
relied on as a basis for introducing, by 
construction, implied exceptions and limi­
tations. Committee reports seldom under­
take to state all the purposes of a pro­
posed measure. Any reason or purpose 
which is mentioned in the committee re­
port may be affirmatively useful as show­
ing the extent and nature of that stated 
reason or purpose, but to argue that Con­
gress had no other purposes or reasons 
than those mentioned in the reports of 
committees is wholly out of line with what 
actually happens when committee reports 
are being written. The men who vote 
for a statute have a right to assume that 
if the words of the statute are satisfac­
tory, their vote will not be nullified by the 
language of a report; it is the statute and 
not the report on which the Senate and 
the House vote.
9. Congress in the past has usually fol­
lowed the views of experienced tax admin­
istrators in the Treasury and of other ex­
perts, who started out with the views of 
the man in the street, but have gradually 
learned a different viewpoint from their 
own mistakes and from those of others. 
Their problem is to devise a workable tax 
law, adapted to administrative rather than 
judicial handling, rather than a. law which 
arrives at the precisely apt result both as 
to the Government and as to the taxpayer 
in each instance. If  the courts insist on 
remodeling each tax law to suit the usually 
different views of the man in the street, 
the result will be to deprive the Govern­
ment of the benefit of experienced counsel 
in the making of its tax laws, as well as 
to introduce the uncertainty of forecasting 
just how far the judicial remodeling pro­
cess will be carried.
10. I f  less and less weight is given to 
long-settled administrative construction, 
the Government (as well as the taxpayer) 
suffers from the resulting confusion. 
Some of the reasons for this are as fol­
lows :
(a) The unsettling of well-established 
rulings obviously tends to encourage tax­
payers to give less weight to Treasury 
views, and the prevailing uncertainty 
makes them feel freer to use their own 
judgment on questions of construction, 
trusting that the Board or some court will 
sustain them.
(b) Such encouragement to litigate 
even well-settled rulings occasions delay in
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collections and undue burden on the 
courts. Any tax law is a failure unless 
the administrative authorities alone are 
able to collect most of the tax imposed.
(c) There is always danger, from the 
Government’s viewpoint, that a judge- 
made interpretation will not prove as 
workable on a large scale as the rulings 
of experienced administrators.
I, at least, am convinced that these prop­
ositions are true and important. They 
do not belong to that relatively useless 
class called “rules of construction.” They 
do not state “rules,” but facts,— facts of 
a type which have to be considered in ar­
riving at a reasonable and proper con­
struction. Reviewing them briefly, they 
hold:
That the non-recognizing provisions 
were intended to benefit both the Govern­
ment and the taxpayer, so that too-narrow 
construction of them is injurious to the 
Government as well as to the taxpayer.
That exchanges in which the taxpayer 
gets the same thing in another form con­
stitute only one class of the various types 
of exchanges which Congress intended to 
render non-recognizing.
That one clear purpose of these provi­
sions was to make sure that certain “or­
dinary business transactions will not be 
prevented by tax burdens”—a purpose 
much broader than one limited to trans­
actions in which the exchanging taxpayer 
has substantially the same interest after­
wards as before.
That, on the face of the statute, there 
are strong indications that the intention 
was broad, and was not thus limited, no­
tably the variety of the exchange provisions 
and of the kinds of transactions enumer­
ated in the statutory definition of the 
word “reorganization.”
That the non-recognizing provisions 
were not lobbied into the law by taxpay­
ers, but were originated by Government 
officials for the Government’s benefit— 
partly to avoid the allowance of deductible 
losses in those situations and partly to 
avoid certain effects which would in the 
long run react on the workability of the 
taxing statute.
That any ameliorations which appear in 
a law imposing a high-rate tax are an in­
tegral part of the tax scheme, not avoid­
ance—methods forced into the law by op­
ponents of the tax; these softening provi­
sions usually reflect the conclusion that, 
without them, so high a rate would not be 
feasible.
That language used in court opinions is 
only a secondary aid in construing the tax 
statute as applied to a wholly different set 
of facts; very much more reliable, as bases 
for construction, are the language of the 
statute itself, and, in the case of a gap or 
ambiguity, the legislative and administra­
tive history.
That in the absence of a gap or ambigu­
ity, committee reports or other phases of 
legislative history cannot safely be used 
as a basis for implying exceptions and 
limitations; committee reports rarely un­
dertake to state all the reasons behind 
legislation; it is the statute and not the re­
port which has been voted on in Con­
gress.
That when the courts follow the views 
of the man in the street, in interpreting a 
tax statute, they will arrive at a different 
result from that intended by Congress, be­
cause Congress follows a wholly different 
standard—the views of governmental ex­
perts who, unlike the man in the street, 
must aim at administrability and produc­
tivity, and must subordinate ideas of ab­
stract justice in particular cases.
That when the courts disregard settled 
administrative construction they tend to 
destroy the workability of the law as a 
revenue-producer, by diminishing the pres­
tige of the administrative authorities, by 
encouraging resort to the courts instead of 
acquiescence in administrative rulings, and 
by introducing new elements of uncertain­
ty.*You will think of others, I am sure. 
To some, the propositions will appear so 
obvious that they are hardly worth put­
ting down, yet some very important opin­
ions in tax cases show that they have not 
been taken into account. This is the reason 
for my suggestion that renewed emphasis 
on them, and renewed efforts to make them 
plain, would be in the public interest.
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T h e  A n n u a l  C o r p o r a t i o n  R e p o r t
b y S t e p h e n  C h a n ,  C.P.A., New York C ity
DURING the prosperous era, when dividends were flowing in and secur­
ity prices were high, very few shareholders 
bothered to make an analysis of, or even 
to read, the yearly corporation reports they 
received; and despite the fact that, in 
many cases, these reports were misleading 
or unclear, very few protests were re­
corded. However, since the disastrous de­
cline in earnings, dividends, and security 
prices, and since the receivership of sev­
eral of the larger business and financial 
institutions, a storm of protest has been 
launched by financial writers, analysts, 
governmental investigators and, in several 
instances, even by stockholders, who as a 
class are usually complacent and long- 
suffering. Subsequent to 1930, both finan­
cial and general magazines have published 
numerous articles criticizing corporate 
management and auditors for releasing 
misleading or unduly optimistic statements. 
Several writers have attempted to point 
out a path to the statement analyst’s utopia 
by setting forth specific rules for the con­
struction, form, and presentation, of finan­
cial statements. However, the great ma­
jority of the more sensational and vitriolic 
of the writers referred to, have failed to 
realize that, while a theory or general prin­
ciple of accounting may be both sound and 
correct in most cases, there are numerous 
instances when theory must be altered be­
cause of practical considerations; they 
have also apparently overlooked the fact 
that, in many instances, there are several 
approved methods of handling a specific 
item. Therefore, the strict rules for 
statement presentation formulated by these 
writers, have usually fallen short of their 
objective, and can seldom be used in their 
entirety.
The principles of conservative and cor­
rect corporation accounting procedure are 
clearly understood by all of the larger 
auditing firms and have in fact, in many 
instances, been codified or originated by 
them. However, in the final analysis, the 
correctness of a financial statement de­
pends as much upon the ethical standards 
and honesty of the corporation manage­
ment and the accountant, as upon their 
knowledge. While individuals are rarely 
dishonest, far too many are willing to 
submerge their ideas of right and wrong 
to the situation at hand, and it is my opin­
ion that, in the majority of cases, misin­
formation of stockholders is due solely to 
a lowering of ethical standards.
The full blame for a misleading finan­
cial report can in nine out of ten cases be 
placed squarely upon the management. 
The majority of the corporation directors 
and officers, not realizing that an honest 
audit is always to their best interests, have 
not given the auditor a free hand. A con­
cern involved in a lawsuit will never at­
tempt to inform their attorney how to 
conduct the case, but yet will invariably 
tell their accountant what to include in 
his statements and how to show certain 
items. The sagacity, ability and ethics of 
the accounting profession are as high as 
they ever were, but they are not always 
allowed full display, due to the restraints 
and demands made by corporation man­
agement. The officers may wish to show 
profitable operations where none exist, to 
show a better current position than the 
facts will allow, or to hide certain ex­
traneous operations; and they may advance 
any one of the hundred reasons used by 
business management to influence their 
auditors. Of course, the theoretician will 
say that the accountant should present 
facts no matter what the wishes of the 
client may be. I agree, that sounds very 
well in theory, but in practice the client 
invariably counters with the statement: 
“If you will not present this item my way, 
I will employ someone who will,” which 
argument nearly always clinches the dis­
cussion. Of course, the reader will realize 
that the auditor’s income depends upon 
his clients, therefore the client’s wishes 
cannot be totally disregarded, unless, of 
course, he suggests a course of action 
which is downright fraudulent or dishon­
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est. It should also be mentioned that in 
the majority of cases, the auditor when 
not 100% satisfied with the facts given 
him, will qualify the certificate he appends 
to the statements submitted. However, on 
the other hand, it may be noted that the 
importance of the comments contained in 
the auditor’s certificate is not generally 
realized by the recipients of financial state­
ments ; thus, a qualified certificate, in most 
cases, serves not as a warning to the re­
cipient of the report, but rather as a pro­
tection for the auditor.
Except for the very infrequent cases of 
error due to an oversight on the part of 
the accountant, the majority of the abuses 
which have been prevalent in the field of 
corporate statements were due purely to 
acquiescence by the accountant, to the in­
sistent demands of the management, that 
certain omissions, condensations, or half- 
truths be condoned by him. Therefore, I 
ask that the management of our larger cor­
porations (as well as the executives of our 
smaller businesses) be educated by the ac­
counting profession to realize the advan­
tages of an honest, detailed, examination 
of their financial records conducted with­
out bias or interference. In addition, the 
Federal and State governments should be 
encouraged by financial and accounting 
groups, to pass and enforce, laws provid­
ing stringent penalties for the presentation 
to an auditor of misleading information, 
and for the withholding or altering of im­
portant facts relative to the financial con­
dition of the concern under audit, by a 
concern’s executives or employees.
The following summary lists the more 
important objections which have been 
raised against certain of the annual cor­
porate reports to stockholders (which re­
ports, however, represent only a minority 
of the many issued yearly) :
1. Over-condensation of statements, es­
pecially profit and loss and surplus 
accounts.
2. No disclosure of excessive salaries 
and bonuses, in cash or stock, given, 
or to be given, to officers or directors.
3. Over-valuation of assets.
4. Inflation of profits by the inclusion 
therein of dividends on own stock 
held, and other items which are not
properly allocatable to the profit and 
loss account.
5. Charging items which would unfa­
vorably affect current operations, to 
surplus.
6. No clear disclosure of important 
changes in accounting policy (such as 
a change in the basis of depreciation 
or inventory valuation) which pro­
hibit a fair comparison of two con­
secutive years’ operations or financial 
condition.
The correct, conservative accounting 
treatment of the foregoing matters is 
known to all competent auditors, although 
not always employed by them, due, mainly, 
to the aforementioned managerial inter­
ference. Therefore, it is not my intention 
in this dissertation to present a detailed 
discussion of these topics, but merely to 
present several specific suggestions, which, 
if added to those which have at various 
times been recommended by the New York 
Stock Exchange and the American Insti­
tute of Accountants, and adhered to by all 
accounting firms, should do much to elimi­
nate certified corporate statements as a 
target for criticism.
The yearly corporation report should, 
and usually does, consist of a balance sheet 
and profit and loss and surplus accounts 
accompanied by the auditor’s certificate 
and an explanatory letter from the con­
cern’s president or board chairman. The 
yearly balance sheet or earning statement 
taken as an entity, while it may be a good 
indication of the company’s present con­
dition, does not give much information as 
to the trend of the company’s activity. It 
is important that anyone attempting an 
analysis of a concern’s financial condition, 
have information regarding fluctuations 
of assets, liabilities and earnings; there­
fore, one of the most important of my 
suggestions is the presentation of state­
ments to shareholders in comparative 
form. (This has been done for the past 
several years by quite a few of the larger 
companies, such as Armour & Co., Free­
port Texas Company, General Motors, 
Remington Rand, Inc., and others; which 
reports, incidentally, are excellent illustra­
tions of the fact that full information re­
garding a corporation’s financial activity
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can be presented to stockholders without 
jeopardizing the company’s position or 
placing competitors in possession of so- 
called trade secrets.)
Because important facts of a company’s 
operations are often undisclosed by, or 
buried in, the surplus account, I also ad­
vocate that the surplus account should 
show the details of all adjustments made 
thereto during the period under review.
The often mis-named profit and loss ac­
count presented to stockholders, too fre­
quently consists merely of a net profit 
figure (as illustrated by the statement of 
the Allied Chemical & Dye Corporation, 
among others). This is analogous to pre­
senting a balance sheet showing only total 
assets, total liabilities, and total capital 
stock and surplus; yet, due to the insis­
tence of certain corporations that they 
must hide what they term, vital operating 
statistics, which may aid competitors, to 
the company’s detriment, this practice is 
evidently countenanced by some of the 
leading accounting firms. I believe that a 
profit and loss statement should be suffi­
ciently detailed to clearly disclose to the 
shareholder the full operating results of 
his company, and that the most condensed 
profit and loss statement permissible 
should at least set forth “Net sales,” “Cost 
of sales and business expenses,” “Net op­
erating profit,” “Total other expense and 
other income items,” (large extraneous 
items should be detailed), and “Net profit” 
both before and after Federal income tax.
During the past two years, spurred on 
by the Federal investigation, an avalanche 
of criticism has been launched against ex­
cessive officers’ salaries and bonuses. In 
most cases, the stockholder has had no 
inkling of the proportion of the corpora­
tion’s earnings which were being diverted 
into the pockets of its officials who, in 
many cases, did not even devote the 
greater portion of their available time to 
the business affairs of the company. Both 
as a deterrent to self-appreciative corporate 
officers, and as a matter of information to 
stockholders, it may be well, where the 
amount is large, to set forth, in total, as a 
footnote to the profit and loss statement, 
the total amount of salaries, bonuses, 
stock gifts and rights, and extra compensa­
tion, paid to the officers and directors as a
group. In addition, any agreements with 
officers or directors, whereunder, upon the 
happening of a certain event, the corpora­
tion is obligated to give or sell stock or 
present cash, should, of course, be set forth 
as a notation at the foot of the balance 
sheet.
The statement has been repeatedly made 
that many of the present abuses would be 
corrected if the auditors were appointed 
by, and responsible to, the corporation’s 
stockholders. This practice, say its advo­
cates, will result in the rendering of state­
ments which are free from the suggestions 
and demands made by the company’s di­
rectors and officers. In my opinion, this 
idea, which apparently sounds so praise­
worthy in theory, will not stand up when 
exposed to the light of reality. Will an 
accountant elected by the shareholders 
render a different report than one elected 
by directors ? Is there any great margin of 
difference between the type of audit made 
by the leading American accounting firms ? 
Who controls the majority of votes at a 
stockholders’ meeting, the present direc­
tors or the various small individual stock­
holders? Who formulates the majority of 
the policies and motions to be acted upon 
at the stockholders’ meeting, the directors 
or the stockholders? Whom does the ac­
counting firm look to for recommendation 
and future audits, the directors or the 
small shareholder ? The answer is obvious. 
The control of a large corporation lies in 
the hands of the directors (in a small con­
cern, the directors and stockholders are 
usually one and the same), therefore it 
makes no difference who appoints the 
auditors, so long as a reputable accounting 
firm is engaged, and as long as both the 
corporate management and the accountant 
adhere to the ethical standards expected 
of them.
I believe that a general observance by 
both corporate management and auditor, 
of the foregoing suggestions, in addition 
to conservative, sound, accounting princi­
ples, should result in detailed, clear, and 
accurate information to those shareholders 
who are interested in their company’s 
financial condition, and a better under­
standing of a corporation’s statements by 
its stockholders.
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C o r p o r a t e  E n t i t y  v s .  P a r t n e r s h i p  E t  A l .
by S. W. R y n i k e r , C.P.A. and Attorney, New Orleans, La.
T H E average American business man for many years has been educated to 
what amounts now to almost a fetish 
with him: that to continue in business 
or when he goes into business it is nec­
essary to incorporate. Many factors 
should be considered in connection with 
the form of business structure finally 
adopted but usually those factors are not 
given the thought they deserve. Maybe 
they all like to tack the title President or 
Secretary-Treasurer to their names and so 
sign their letters or maybe they think a 
corporate structure is necessary because 
they see so many other businesses incor­
porated. Nowadays a vast majority of 
corporations had best surrender their 
charters and while some of them "have al­
ready done so, after January 1st when 
they see the effect on Federal income 
taxes, many more will do likewise.
Formerly when certain risks of damage 
suits could not be insured against and 
when banks required business firms to 
have a stated and fixed capital that could 
not be quickly put in some other invest­
ment than that of the business concerned 
in making a loan, corporate entity was 
desirable, but now with the possibility and 
advisability of insuring against every con­
ceivable kind of loss or damage and with 
banks concerned more with business earn­
ings than ever before which, of course, 
carries with it a reduction of expenses, 
the question of taxes must be primarily 
considered by the business man.
The American business public has cer­
tainly become tax conscious in recent years 
and any one who has followed the trend 
of taxes and has pondered over increased 
governmental borrowings, which must be 
paid back some way, will become more 
tax conscious. It is time for the business 
man to figure what type of financial struc­
ture is best for him from the tax angle.
A small corporation may pay out its en­
tire earnings in the form of salaries if 
such salaries are “reasonable” within the
purview of the income tax laws and ac­
cordingly pay no income tax. It will have 
to pay a Federal Capital Stock Tax and 
possibly in addition a State tax of some 
sort based on capital invested such as the 
Louisiana franchise tax in my State. Of 
course these capital stock taxes amount to 
only a few dollars for a small corporation 
so they’re not felt so much. Then on the 
other end of the scale are the large corpo­
rations operating interstate and even inter­
nationally and requiring vast amounts of 
capital which is owned by many persons 
in these United States and even abroad. 
To facilitate efficiency in the conduct of 
their affairs, in fact to even make it possi­
ble for vast numbers of persons to origi­
nally combine together, corporate exist­
ence is necessary. We may feel as we 
want about the evils of vast combines of 
capital, but that is not the purpose of this 
article—my purpose is to show that in 
many cases corporate existence for the 
business of one person or a small number 
of persons when the net income of the 
business is not expected to be large is 
wasteful from the income tax angle.
Let us assume a corporation earned 
$40,000.00 in a certain year before con­
sidering the salaries of its two stock­
holders who own the stock equally and 
who each draw a salary of $7,500.00 leav­
ing the corporation’s net taxable income 
as $25,000.00. The corporation would pay 
$3,437.50 income tax and if it did not pay 
an excess profits tax its Federal capital 
stock tax would be at least $200.00 and 
here in Louisiana if we considered that 
this corporation’s earnings meant that it 
had a capital of $250,000.00 the corpora­
tion would pay a State franchise tax (only 
levied on corporations) of $375.00.
Now let us see what the individuals, the 
officers, would pay on their $7,500.00 
salaries considering that neither was mar­
ried, had no dependents and had no other 
income save their salaries. We find that 
each would pay $335.00 income tax or a
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total of $670.00. Let s total now :
Income tax paid by corpora­
tion ....................................... $3,437.50
Federal Capital Stock tax paid
by corporation ...................  200.00
La. Franchise Tax paid by
corporation .........................  375.00
Individual income taxes.......... 670.00
Total ...................................  $4,682.50
So we see that this corporation and its 
two stockholders will pay under the Reve­
nue Act of 1934, $4,682.50 income tax 
on earnings of $40,000.00.
Now we will see what the two would 
pay if the business were a partnership. 
First there would be no capital stock tax 
nor franchise tax. Then would come the 
question of how much each would pay on 
$20,000.00 net income and giving con­
sideration to the earned income credit we 
find that each would pay $1,874.00 or a 
total for the two of $3,748.00 or a saving 
of $934.50 by being a partnership instead 
of a corporation.
In this computation and explanation I 
purposely stated the stockholders to be 
single—if they were married and if they 
lived in so-called community property 
states such as Louisiana, the saving would 
be much more.
Let us now assume that instead of two 
stockholders drawing $7,500.00 each as 
salary, we had three, each drawing $5,000.­
00 per annum and all single. We find the 
following:
Income tax paid by corporation $3,437.50 
Federal Capital Stock tax paid
by corporation.......................  200.00
Louisiana Franchise tax .......... 375.00
Individual taxes (3 x $140.00).. 420.00
T o ta l..................................  $4,432.50
If the $40,000.00 were split three ways 
among partners, each would pay $949.33 
or a total of $2,847.99 or a saving for the 
three of $1,584.51.
In all of these remarks it has been con­
sidered that corporate earnings above all 
other expenses and officers salaries were 
not declared as dividends on the theory 
that the earnings were needed in the busi­
ness and would not be taxable as surplus 
accumulated to evade surtaxes on the part
of the shareholders. If we considered that 
all earnings were declared as dividends we 
could consider the question of amount of 
income taxes payable as between a cor­
poration and a sole proprietorship or a 
partnership very briefly, viz:
(1) The corporation tax rate is 13¾%.
(2) A corporation has no exemptions.
(3) An individual has exemptions.
(4) The individual normal tax rate is 
4%.
(5) Surtax rates are the same whether 
the income is from dividends or 
from partnership profits.
In this resume it must be considered 
that the earned income credit is less for a 
person having $20,000.00 income from a 
partnership in which he is a partner than 
it would be on a $7,500.00 salary from a 
corporation, but on the other side is the 
fact that a partnership pays no capital 
stock tax.
It is not contemplated to recite all the 
law contained in the Revenue Act of 1934 
in this article. Suffice to say that it is well 
for business men to consult with their in­
come tax advisers and attorneys and after 
each change in the law to do the same. 
Here in Louisiana it will be best not to 
overlook the old Civil Code articles about 
partners “in commendam” whose liability 
is limited to the amount agreed on in the 
articles of partnership.
LAMENT OF A BOOKKEEPER 
Words by Ruth Peabody, C.P.A.
Tune: The Man on the Flying Trapeze
Once I was happy but now I’m forlorn
Like a trial balance all tattered and torn
Left in waste basket to weep and to mourn
Betrayed by mistakes in the sums
Oh, the work that I loved it was AUDITS
And I tried all I knew how to please
But I never could please them one quarter 
so well
As the miss with the prized C.P.A.
Chorus:
She gets the best jobs with the greatest of 
pay
The daring young miss with the prized 
C.P.A.
Her balance is perfect, all clients does 
please
And my work she has stolen away.
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TALKING SHOP
A D e p a r t m e n t  C o n d u c t e d  b y  L e w i s  G l u i c k ,  C.P.A., New York
A  pamphlet no auditor can afford to 
be without is free for the asking. Or at 
least ours was sent to us gratis. It is en­
titled I n s t r u c t i o n s  t o  A u d i t o r s  o f  C o d e  
A c t i v i t i e s .  Write to NRA headquarters.
Blank and Dash got into a heated dis­
cussion recently about how to treat the 
Treasury Department. It seems a client of 
Blank’s got a request to furnish a detailed 
account of all transactions had with one 
X, since 1921; and Blank was called in to 
go over the old records, for which he got 
more thanks than fee. The client felt that 
it was none of its doings; if X  had falsified 
his returns and was under investigation by 
the intelligence unit of the Treasury De­
partment, it was none of its business; and 
if anybody was to pay the fee, it should 
be X. Dash said he would not have done 
the work until assured that the fee would 
be forthcoming; and that the first request 
on the client was only a “mailed fist in a 
velvet glove,” refusal to comply would 
lead to a duce tecum  writ; and a lot of 
trouble for the client’s officers. As a neu­
tral, we think that it’s just another case of 
an innocent party suffering for the guilt of 
another. It puts the auditor in a tough 
spot. I f  you have had any similar experi­
ences, let us have them.
The N. Y. State Society meeting on 
January 14 had an almost record turnout. 
What we desire to know is : Is the Mr. 
Landis who was the speaker of the evening, 
any kin of the baseball Czar; and if so, 
what?
We are not merely willing but anxious to 
fight in a good cause; but we’ll be darned 
if we will be a catspaw. Just as we went 
to press an acquaintance brought to us a 
post card that had been received by a 
client of his. The card advertised the al­
leged ability of a C.P.A. It was about as
terrible an example as we have ever seen. 
And our correspondent wanted us to take 
the thing to the ethics committee; making 
some futile excuses about not wanting to 
be the man who started trouble for anyone 
else. Well, we don’t want to start need­
less trouble; but why a man with a clear 
conscience should not report such a flag­
rant violation of good taste, not to say 
good ethics, is one too much for us.
The first few sets of books we closed 
this month had us quite despondent, for 
they just used up red ink. But as we go 
to press we are glad to report that a ma­
jority are now in the black, with several 
districts still to be heard from. And if 
you must have diversion, see Will Rogers 
as the C o u n t y  C h a i r m a n .
One of our Mid-Western Members 
wrote us the other day of a couple of un­
usual incidents that he had run across. We 
have space for only one this month, which 
we quote: This concerned a conversation 
between a bank credit man and a public 
accountant relative to matters concerning 
the relationship, in general, between bank­
ers and accountants, with a view of secur­
ing greater cooperation and resultant ben­
efits to each. As indicating the low estate to 
which some accountants have fallen with 
respect to the charges they make for their 
services, the banker stated that he was not 
joking when he stated that now days when 
he receives an audit report from a prospec­
tive borrower, he also requires the auditor’s 
bill or evidence showing how much was 
paid for the audit so that he could deter­
mine whether or not the audit was a good 
one, and if the public accountants were 
really in earnest about improving their 
status and securing better respect from 
those with whom they are dealing, the best 
thing they could do, would be to concen­
trate on the elimination of chiseling among 
themselves, as, in general bank credit men,
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business men and others knew business 
conditions and were merely taking ad­
vantage of i t . ----------------
The interest in the matter of Carey, 31 
BTA  No. 158 is not in the facts or the 
law, but that the petitioner appeared pro se 
and won. I. M. Pogash got a four-man 
dissent in 31 BTA  No. 130 which hinged 
entirely on the question of whether his 
clients, members of the N. Y. Stock E x ­
change, were dealers. Although the case 
arose under Regulations 74, it is important 
at present. Messrs. Racine and Baker got 
a rule 50 in 31 BTA  No. 146, which you 
may interpret. Our interest lies in its be­
ing the first case we have noted involving 
“scavenger service.” The second para­
graph of the findings of fact is a gem of 
unconscious humor. It would seem that 
good garbage men are born and not made. 
Any of your clients contemplating divorce? 
Refer them to 31 BTA  No. 151, where 
Wm. C. Rowland got a rule 50 victory. 
The Gregory case decided by the Supreme 
Court on January 7 was so important that 
the N. Y. Times gave it a full column re­
view on the 13th. Read it in your favorite 
tax service. And the famous N. Y. at­
torney, Sam Untermeyer lost a BTA  case 
(his own), being represented by his son.
Here is an anecdote by Blank which we 
think ought to provoke a lot more of 
similar nature from our patrons. Oldtimer 
insists that no one acquires a sixth sense; 
that we merely develop a latent faculty. 
But whether acquired or developed, most 
auditors do possess the ability to “smell” 
trouble. Some years ago Blank was recom­
mended to a large firm which was sup­
posed to need the services of a C.P.A. Let 
him tell the rest: “I got to my place punc­
tually; the phone operator who received 
me told me that Mr. Treasurer, whom I 
was to see, had been detained; and would 
I please wait; which, of course, I did. It 
was only thirty minutes, in the showroom, 
behind my newspaper. Yet I knew that 
something was wrong. I had my interview.
I am sure that I could have easily gotten 
the Treasurer to accede to a fair fee; he 
was shocked, and told my sponsor so, at 
the brusqueness with which I rejected his 
first proposal, and left with only a quarter 
hour of conversation. I did not have one
tangible thing to go by except that his of­
fice was untidy. Yet the 45 minutes that I 
spent in that place, just idly observing, 
convinced me that it was in bad. I told my 
sponsor and was roundly berated by him. 
Why this firm was one of the oldest and 
best of its kind in the world! Well, a few 
months later, when it folded, I was prob­
ably the only man in the city who was not 
surprised. I don’t attempt to explain it, ex­
cept that fifteen years of varied experience 
had sharpened my subconscious mind to 
the point where it perceived and interpreted 
sights and sounds which the conscious 
mind did not register. I ’ll leave that to the 
psychologists. I know that I saved myself 
a lot of work and trouble that time.”
New York and London Exchanges
( Continued from  page 86)
360 cities in the United States, Canada, 
and Cuba. Summaries of dealings on the 
New York Stock Exchange are reported 
daily in practically all of the morning and 
evening papers. The newspapers print 
opening, high, low and closing prices, to­
gether with the bid and offered price of 
each security at the market’s close.
The major differences of opinion of the 
two exchanges portray to a certain extent 
the tempo and character of the English 
and American people. In addition, the 
practices are in consonance with the finan­
cial position and trading ramifications of 
the two leading money centers.
Despite Federal control and regulations, 
the basic methods followed on the New 
York Stock Exchange will not be ma­
terially altered. In the words of Joseph 
P. Kennedy, Chairman of the New Secu­
rities and Exchange Commission:
“Our rules and regulations will benefit 
not only capital but also the investor. It 
is our purpose to see that a free and open 
market is maintained from which sharp 
practices have been eliminated. The pre­
vention of the manipulation of security 
prices, the regulation of the use of de­
ceptive devices, and the filing of periodical 
reports are all safeguards. These, together 
with the increased marginal requirements 
to be regulated by the Federal Reserve 
Board, will all afford protection for the 
investing public.”
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W e e  B i t s  o n  A c c o u n t a n c y
R e g u l a r l y  C o n t r i b u t e d  b y  L o u i s  S. G o l d b e r g , C.P.A., Sioux City, Iowa
Commendation for Accountant-Receivers
“A model report.” “One of the best 
managed receiverships the court has ever 
known.”
These are comments appearing in a 
newspaper clipping, reporting proceedings 
in a New Jersey court of chancery. This 
clipping just came to light again in my 
file—it is from the Newark (N. J .)  Eve­
ning News for November 15, 1933. One 
or both of the receivers are certified pub­
lic accountants.
This is no revelation . . .  it is neither 
new nor novel. The appointment of public 
accountants as fiduciaries is and has been 
the settled practice in Great Britain for 
generations. More and more, in this coun­
try, it is meeting with approval and ac­
ceptance, with results typified by the fore­
going report.
The reasons come readily to mind. Pub­
lic accountants are a happy intermediary 
between the business enterprise and the 
law court. Of the former, they have an 
intimate knowledge; of the requirements
of the latter, they have a working familiar­
ity. Bench and bar, as a rule, freely and 
frankly confess to being “figure-shy” ; a 
welcome staff of support for this tradi­
tional awkwardness of court and counsel 
is found in the accountant.
By training and experience, the public 
accountant is thus peculiarly equipped in 
his specialty to render a recognized service 
that does not displace, but supplements, 
the service of counsel.
Those qualifications of the public ac­
countant are applicable not alone to receiv­
erships, but to all relationships in which 
accounts are an important factor: liquida­
tions of all types; estates and trusts; ac­
counting references; compositions; reor­
ganizations; corporate organization; con­
solidations; mergers; partnership adjust­
ments ; fiduciary reports; investigations.
In these varied contacts, the public ac­
countant has acquitted himself with credit 
to the profession and distinction to the 
cause.
S t a t e  A c c o u n t a n c y  L e g i s l a t i o n
by D u r a n d  W. S p r i n g e r ,  C.P.A.
IN odd years most of the State Legisla­tures are in session. This year, as in 
1931 and 1933, major economic problems 
will be uppermost in the minds of the 
members. How to increase the income of 
the State and how best to spend what in­
come it has are matters of immediate mo­
ment. They are more pressing today than 
they were two years ago.
The Federal Government has introduced 
many new angles into the general problem 
of taxation and it is probable that there 
will be the usual number of State bills 
containing provisions affecting practition­
ers of public accountancy.
In some cases they will be introduced by
non-certified groups and in some cases 
they will be sponsored by societies of cer­
tified public accountants. In those states 
where non-certified groups are back of 
proposed legislation, its purpose will be 
almost uniformly to weaken the standard 
of the present C.P.A. law.
The first such that has come to our no­
tice is from a Southern State. It is so 
clearly class legislation that without doubt 
a court would decide that it is unconstitu­
tional. Its provision is to the effect that 
senior accountants on the staff who have 
had five years of experience and who ap­
ply for an examination within thirty days 
after the passage of the law, shall be given
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an allowance of 25% on each of the sub­
jects in the examination. While one might, 
with some propriety, consider the advis­
ability of an old-age allowance for an ex­
perienced practitioner, this idea has never 
before been presented so far as we know. 
Its effect would be to provide that for a 
period of thirty days there should be a 
marked-down sale of C.P.A. certificates, 
the cost being reduced from 75% to 50%, 
available only to those who happen to 
know of the passage of the law and are, 
therefore, able to get in under the thirty- 
day limitation, provided they had a service 
experience no greater than is now required 
by law in one State as a requisite for being 
permitted to sit in the examination. The 
year 1935, therefore, starts out in that 
State with the most absurd suggestion that 
has been reduced to print in the form of 
an actually introduced bill.
In some of the states the State society 
will endeavor to secure amendments to the 
law under which the profession is now 
operating. In other cases the societies are 
considering the advisability of introducing 
new laws, feeling that the number of 
amendments desired is so great and would 
cover such a large percentage of the sec­
tions that a new law would be preferable 
to an amended one. In other cases the 
societies are considering the advisability 
of introducing a law of a different type 
from the one already on the statute books. 
In that group usually the underlying trend 
is toward regulatory legislation.
On the question of an all-inclusive type 
of legislation the two national accounting 
organizations have taken opposite views. 
The American Institute has, through its 
Council (October, 1934), expressed oppo­
sition to what it calls “restrictive” legisla­
tion. The American Society, by mail vote 
of its members (March, 1928), following 
recommendation of its Representatives, 
endorsed what it designates as Regulatory 
legislation. What both organizations had 
in mind when these decisions were reached 
is the same thing. The observation was 
made from different ends of the telescope.
The New York State Society at its Oc­
tober, 1934, meeting had before it a report 
of the Committee on Legislative Survey 
which made an extended presentation of 
the entire subject. A previous committee,
under the same Chairman, had reported 
in October of 1927. The five points then 
made were:
(1) “The need for new legislation is 
not as great as the danger of unwise 
legislation.
(2) There are many points in our pres­
ent system which might be changed 
without new legislation or, at most, 
with only minor changes in the 
present law.
(3) There should be no general let­
down in the present standards of 
the profession.
(4) Whatever legislation we would rec­
ommend for New York State must 
be of a type we would be glad to 
see adopted by other States.
(5) Your Committee has not yet 
reached a conclusion as to whether 
or not any form of restrictive legis­
lation is desirable.”
The 1934 report presented in the second 
part a statement as to the essential require­
ments for “restrictive” legislation, if any 
be adopted. (New York uses the Institute 
terminology.) With those requirements no 
advocate of a regulatory law should find 
fault. They are:
“A. The bill must be so drawn as to 
avoid any features heretofore held uncon­
stitutional and to avoid any features which 
may reasonably be anticipated to be un­
constitutional.
“B. Nothing should be done to bring 
about any lowering of standards or dilu­
tion of the C.P.A. degree.
“C. No attempt should be made to reg­
ulate or restrict any type of accountancy 
or similar work which is not in its nature 
of a professional, public character and af­
fected with general public interest. The 
decisions which have held restrictive laws 
unconstitutional appear to have been gen­
erally on the ground that the restriction 
of the practice of accountancy under a 
broad and inclusive definition covered 
many services which were not in any way 
affected by public interest and the attempt 
to restrict such activities was an unwar­
ranted extension of the police power of 
the state.
“D. Any restrictive law must give con­
sideration to any existing rights of those 
who would be affected by it. It seems
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clear that those who can show that they 
are now engaged in what under such a 
law would be defined as the professional 
practice of accountancy would have to be 
permitted to continue thus to practice. 
There seems, however, no more reason 
why one who is not now thus engaged in 
such practice should receive any more 
consideration under the law than will be 
given to all the others who might at some 
time in the future wish to engage in such 
practice but would be debarred by the law 
from so doing. Any broad, general waiver 
now extended to those who are not actual­
ly engaged in such public practice would 
seem merely to offer encouragement to 
others in the future from time to time to 
urge that similar waivers be extended to 
them.
“E. The definition of ‘public practice of 
accountancy’ should be one which it would 
be intended should be enforced and which 
it would be practical to enforce. No class 
or kind of work should be included in the 
definition which it is not intended to have 
barred to all those who have not complied 
with the requirements of the law and from 
which it will not be possible or practicable 
to bar all except those who have complied 
with the law’s requirements. It is better 
to have the law too narrow in its prohibi­
tions than to have it so broad that it will 
be unenforceable.
“F. Ample provision should be made to 
avoid hampering the interstate practice of 
accountancy. There should be no intention 
of interfering with the proper and orderly 
handling of accounting engagements across 
state lines. There should be no intention 
of imposing any obstacles to an accountant 
from another state or country temporarily 
engaging in the practice of his profession 
in the State of New York with respect to 
engagements which have originated with­
out the state. In brief, there should be no 
rule imposed by the State of New York 
against such accountants which the ac­
countants of this state would not wish to 
have imposed by other states against 
them.”
That listing has been interpreted by 
some writers, unfamiliar with conditions 
existing in some of the states with regula­
tory laws, as a complete answer to the 
theory of regulatory legislation and has
been cited as an unanswerable refutation 
of that theory.
A few comments on each point are pre­
sented for the consideration of those who 
may be interested in the problems involved.
A. Courts in Oklahoma, Illinois and 
Tennessee have passed unfavorably on 
certain terminology in their respective reg­
ulatory laws. In the case of Oklahoma 
the first law passed was of a regulatory 
character and started out to regulate a 
profession that had not even been recog­
nized in the State and in the preparation 
of the law proper care was not exercised, 
its advocates not having had much profes­
sional experience.
In Illinois and Tennessee the definition 
of public accounting was identical and in 
both cases attention had been called to the 
weakness of the definition which they had 
used.
In the Illinois decision it was stated: 
“We do not say that it is beyond the power 
of the General Assembly to enact a statute 
requiring that no one shall use the term 
‘certified public accountant’ or the term 
‘public accountant’ without having met the 
requirements of such an act. Such a pro­
vision may well be within the power of 
the legislature on the ground that it is to 
the public interest . . . ” A law passed two 
years later viewed the problem from a 
different angle and has not been attacked 
in the courts.
The laws in Maryland and Michigan 
have not been attacked. A suit was brought 
in the Eastern Michigan Federal District 
Court by an out-of-state accountant to col­
lect a fee for what was termed by the de­
fendant as an unsatisfactory audit report. 
Before all testimony had been presented 
the judge raised the question as to the ac­
countant’s right to sue under the Michigan 
law. Following the noon recess the action 
was withdrawn.
The decision of the Court of Appeals 
of the State of New York, written by 
Judge Cardozo, now of the Supreme Court 
of the United States, and rendered in May 
of 1926, to the effect that the Legislature 
acted within its lawful powers when it 
established a system of licenses for real 
estate brokers with annual renewals, took 
a position as to the police powers of the 
State which would certainly include a reg­
104 T H E  C E R T IF IE D  P U B L IC  ACCOUN TANT F e b ru a ry ,
ulatory accountancy law properly drawn.
The Louisiana law has been upheld 
twice, although neither decision involved 
all phases of the law. In the last decision 
the supreme court said:
“The record in this case, a rather 
voluminous one, is replete with expert 
testimony, most of it of a highly tech­
nical nature, which, if it served no other 
purpose, indicates the judgment and 
wisdom of the legislature in having rec­
ognized the practice of public account­
ing as a profession of skill and science 
and in having placed around it proper 
safeguards to maintain its dignity.” 
Later in the decision the court referred 
to an earlier decision in which it said: 
“It is true that neither morals, health, 
nor safety of anyone is jeopardized by 
the practicing of this profession, how­
ever incompetent a person may be, but 
the power of the State in matters of 
this sort is not confined to professions 
involving such consequences. It may 
also act whenever the general welfare 
requires to protect the public in the 
skilled trades and professions against 
ignorance, incompetence and fraud.”
B. Has any certified public accountant 
in Maryland, Louisiana or Michigan, the 
regulatory states with the longest experi­
ence, suggested that there had been any 
lowering of standards following the en­
actment of its law? That same question 
might be asked with regard to other states 
whose experience has not covered as long 
a period of time.
C. A good point. Has to do with point
E. The right of private contract cannot 
be abrogated. Business must be permitted 
to employ any one that it chooses to ren­
der a service to the contracting party. 
Only as the public, through a third party, 
may be involved can police power be in­
voked. Not everything that a C.P.A. does 
is subject to regulation but when he enters 
the field of preparing for his client, as the 
result of audits or examinations, reports 
which are or may be used by his client 
with third parties, the public has an inter­
est which will be recognized. A good 
many certified public accountants have felt 
that the better type of regulatory laws 
were not as protective of the profession as 
they should be, forgetting that the basic
constitutionality must rest on protection 
to the public.
D. The ideas with regard to waivers are 
sound but waivers are not necessarily in­
volved in a regulatory law, as has been 
demonstrated.
E. There is no doubt that the definition 
of what constitutes the public practice of 
accountancy is the essential point to be 
considered in writing a constitutional law 
and, therefore, of a good regulatory law. 
There is, however, no more reason why a 
definition of what the independent prac­
titioner of accountancy does may not be 
framed than that definitions of practice 
in law, medicine, dentistry were impos­
sible. To admit defeat at that point would 
be such a showing of weakness as would 
lessen the value of any recommendations 
which might be made by the profession.
F. A good statement. The idea should 
be kept constantly in mind but, once again, 
there is nothing in the provisions of the 
regulatory law as prepared by The Amer­
ican Society for the assistance of State 
Boards and State Societies, which violate 
the principles therein stated.
It, therefore, appears that the Commit­
tee of the New York State Society de­
scribed very clearly the essential require­
ments of a regulatory law and in enumer­
ating them has not included a single item 
which is violated in the law suggested by 
The American Society. The provisions in 
some regulatory laws would not stack up 
100% with the points enumerated but that 
is not an argument against the general 
principle of regulation.
The Committee of the New York Soci­
ety rendered a service to the profession 
by its statement of principles. As careful 
a study by any State Board and State So­
ciety of exact conditions in that State 
would enable them to prepare a law, reg­
ulatory in character, which would meet all 
of the six points. Of course, the profes­
sion in the State should be agreed, not 
necessarily unanimous, that the advantages 
to the public are enough greater under a 
regulatory law than under the present 
type, to warrant asking the Legislature for 
its enactment. It is certain that the prac­
tice of accountancy is of such a nature as 
that whatever benefits the public will react 
to the benefit of the profession.
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I n d i a n a  G r o s s  I n c o m e  T a x
by B i r n e y  D. S p r a d l i n g ,  C.P.A., Indianapolis, Indiana
W ITH  the promulgation on December3, 1934, by the recently established 
Gross Income Tax Division of the State 
of Indiana of a regulation* under which 
tax returns filed with the division and ac­
companied by the certificate of an Indiana
C.P.A., may be accepted without further 
audit of the taxpayer’s books, Indiana took 
up a position in the van of states recogniz­
ing the advantages of the relation of char­
tered accountant to tax collector in British 
practice.
It is expected that the ruling will result 
in expediting the work of the gross income 
tax division by making audits of the larger 
business concerns by the department’s ex­
aminers virtually unnecessary, correspond­
ingly decreasing the cost of the State de­
partment’s operation and at the same time 
making it possible for the division to reach 
books which it otherwise would not be 
able to audit.
To the Indiana C.P.A., the ruling means 
definite official recognition of the profes­
sion by making C.P.A’s certifying to tax 
returns responsible for all facts necessary 
to determination of the correct tax liability. 
The ruling further provides for the re­
vocation of an accountant’s certificate by 
the State Board of Certified Accountants 
upon proof of any intentional misstate­
ment or omission of any material fact in 
a certified return.
Issuance of the Indiana ruling is an ex­
ample of possible improvements in admin­
istration which require no statutory sanc­
tion.
The function of English chartered ac­
countants under the British Companies 
Act was held to a great extent as the 
model for the Indiana regulation. Roswell 
Magill, assistant to the Secretary of the 
Treasury, in the September, 1934, issue of 
The T ax Magazine, writes:
“When the Treasury can and does 
accept an accountant’s statement of busi­
ness income as not only honest, but rea­
sonably reflecting taxable income accord­
ing to accepted standards, a great source 
of endless reviews and of friction will
be eliminated . . . Even the casual stu­
dent of English tax administration must 
be impressed with the speed with which 
a final settlement of tax liability is 
reached. Well over 99 per cent of all 
assessments are finally agreed upon be­
tween tax inspector and taxpayer with­
out any further appeal whatever, either 
to higher Inland Revenue officials or to 
the courts. The success of the system 
appears to rest upon two principal foun­
dations : the vesting of wide authority in 
the local inspector, who has all the deal­
ings with the taxpayer; and the reliance 
upon certified accounts furnished by in­
dependent auditors in all cases of im­
portance. The attitude of the taxpayer 
and of the Inland Revenue is that a 
prompt and final settlement of tax lia­
bility is to be preferred to excessive ad­
ministrative reviews and litigation. The 
inspector rarely examines a taxpayer’s 
books of original entry except in fraud 
cases; ordinarily if the auditor certifies 
that he has examined them, and that his 
statement is correct, the inspector takes 
the accounts so certified as his starting 
point. In this way, a great amount of 
duplication of effort in the examination 
of books is avoided; and apparently the 
revenues do not suffer.
“To reach the result of a prompt and 
satisfactory settlement of tax liability 
requires not only efficient Treasury ad­
ministration and personnel. The Treas­
ury must be able to rely upon the ac­
curacy and the high standards of the 
lawyers and of the accountants practic­
ing before it.”
It was with these thoughts in mind that 
the Indiana Association of C.P.A’s selected 
a committee to bring the possibilities of 
this progressive step to the attention of 
Clarence A. Jackson, Indiana gross income 
tax director, who was quick to recognize 
its value, subsequently issuing the regula­
tion.
Returns prepared by C.P.A’s, generally, 
may be divided into two classes: first, re­
turns prepared on the basis of information
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provided by the client without audit verifi­
cation; and, second, returns prepared on 
the basis of information independently de­
veloped by the certified public accountant 
in the course of an audit of the books and 
records.
With respect to the first class, no special 
consideration is necessary. No presump­
tion of correctness arises from the mere 
fact that the returns were prepared, with­
out audit verification, by a certified public 
accountant and such returns should be 
subject to the same audit as other returns 
of a similar class.
With the second class, an entirely dif­
ferent situation exists. In these cases the 
certified public accountant makes an inde­
pendent audit of the books and records. 
He has first-hand knowledge of the facts 
concerning the financial position and re­
sults of operating the business, and his 
certification of such financial position and 
operating results is accepted as the opinion 
of an independent expert by bankers, 
credit grantors, stockholders and, now, by 
the Indiana gross income tax division.
The division regulation, No. 192, reads 
in full:
“Whenever a taxpayer files a return 
accompanied by a certificate of a cer­
tified public accountant, registered as 
such by the State Board of Certified 
Accountants of Indiana, in which the 
certified public accountant certifies that 
he has examined the taxpayer’s books 
and prepared the return in accordance 
with the Gross Income Tax Act and the 
regulations issued thereunder, such re­
turn may be accepted by the Gross In­
come Tax Division without further audit 
of the taxpayer’s books. In any case in 
which the taxpayer and the certified 
public accountant disagree with the De­
partment’s regulation as to the interpre­
tation of the Act with respect to any 
item or items appearing in the return 
and to that extent the return is not in 
accord with the regulations full dis­
closure of all the facts as to such varia­
tion shall be made in the return and ac­
companying schedules and in the certifi­
cate of the certified public accountant. 
In such cases the return and certificate 
may be accepted by the Gross Income 
Tax Division as containing all of the
facts upon which a determination of the 
tax liability can be made without further 
audit of the taxpayer’s books.
“Any intentional misstatement or 
omission of a material fact in a gross 
income tax return certified to by a cer­
tified public accountant shall be made 
the basis of a proceeding under Section
3, Chapter 175, Acts of 1921, and 
amendments thereto for the revocation 
of the certificate of said certified public 
accountant.
“Nothing in this regulation shall be 
construed as a waiver or limitation of 
the Department’s right to examine the 
books and records of a taxpayer in any 
case in which the Department deter­
mines that such examination is neces­
sary.”
TH E G IRLS O F C.P.A.*
1. We are the girls of C.P.A.
The girls who know their stuff;
That know their figures right or wrong, 
That handle figures rough.
Chorus :
For we are girls who know their stuff, 
The girls of C.P.A.
The girls who get their figures right. 
Hooray! Hooray! Hooray!
2. We hunt through columns long and
short,
For figures small and big.
We tackle them with snap and vim; 
We wade right in and dig.
3. We chase them in, we chase them out, 
We chase them here and there.
We add them up, we add them down, 
We add them everywhere.
4. We hunt and check and double check, 
To find out what is wrong,
And when at last an audit’s made,
We still are going strong.
* T h e  w o rd s o f  this song, sun g to  th e  tu n e o f  
Y a n k e e  D oodle, used a t  th e dinner m eetin g  of  
th e  W o m a n ’s S o c ie ty  o f  C .P .A ’s la s t J u ly  w e re  
w ritten  by F lo re n c e  C ro ck e r C o m fo rt, w ife  o f  
a  C .P .A .
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S e c u r i t i e s  a n d  E x c h a n g e  C o m m i s s i o n
RECEN TLY released Form 10 and Form A-2 indicate a broader view 
has been taken by the Commission than 
was originally adopted. It is most notice­
able in Form A-2 where accountants are 
given a wider latitude in the manner of 
presenting the required data than they 
were in the original regulations.
The effect, however, is to increase the 
responsibility placed on the accountant. In 
the early forms, the accountant was 
obliged to make his presentations in a 
specific manner whether or not it was 
adapted to the particular engagement in 
question. While he was responsible for 
any misstatements or omissions of fact, he 
had no option as to the form in which they 
were presented. Now, however, with a 
wider latitude, he has no alibi that can be 
offered for neglect.
When the 1933 Securities Act was 
passed, accountants, along with other ex­
perts, were concerned with the question of 
possible personal liability that might arise 
in connection therewith. Some accounting 
organizations required their clients to in­
demnify them against loss; others added a 
charge to their regular fee of an amount 
sufficient to purchase an indemnity bond. 
In some cases accountants withdrew from 
engagements they had previously had be­
cause the financial condition of the client 
was such that the accountant did not feel 
warranted in assuming the professional 
risk involved.
As a matter of fact, the Securities Act 
for the first time has placed the account­
ancy practitioner in an absolutely indepen­
dent position. He had always claimed a 
value for the service which he rendered 
because of his independence; yet, in prac­
tice, his certificates ranged from those that 
were heavily qualified by reason of limita­
tions placed on the engagement to unquali­
fied certificates following detailed audits. 
The purpose of the Securities Act being to 
furnish complete information and the Gov­
ernment being in the position to state what 
information is satisfactory, the accountant 
is in a position to determine the things 
that must be done before he will furnish
the required certificate for the application. 
In many cases that means increased work 
to be done and, necessarily, an increased 
fee to be earned. The client must have 
the service and must pay the price. Prior 
to the passage of the Securities Act con­
ditions were such that the accountant could 
not assume a “stand-and-deliver” attitude. 
Unreasonable demands on his part for un­
necessary work to be done would be met 
by the loss of his client but for the first 
time in the history of the profession he 
now has governmental backing as to any 
reasonable position he might take.
Practically every accountant whose client 
has been under the necessity of preparing 
an application to the Government for list­
ing has studied the various possible types 
of protection which he could secure. The 
most valuable defense which any account­
ant can make in case of a suit for damages, 
would be the testimony of members of his 
profession to the effect that in advance of 
the filing of the application they had been 
consulted as to whether all proper precau­
tions had been taken and whether the work 
had been done in accordance with the best 
accounting practice.
There should be a sufficient comity be­
tween accounting practitioners, in view of 
the rather limited number of applications 
that will be filed, so that advance consulta­
tion could be had with, say three other 
practitioners, which would enable them to 
testify in case of a suit. This would be 
to the interest of the client as well as to the 
accountant. The extra fee would not ex­
ceed the amount needed to carry indemnity 
insurance. It would be hard to disprove 
this professional testimony in view of its 
being based on advance study of methods 
adopted.
From a practical standpoint, therefore, 
the a d v a n c e  professional preparation 
against possible litigation is much more 
valuable than any other method.
As has been announced previously, both 
in connection with the 1933 law and the
1934 law the American Institute and The 
American Society, through their commit­
tees, rendered some assistance in the prep­
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aration of the forms and regulations.
Forms and regulations are always mat­
ters of compromise. Criticism was levied 
against the old Commission for the enor­
mous detail in Form A-1, and yet account­
ants collaborated extensively in its prepara­
tion. As adopted it did not represent, nor 
did the regulations, the ideas of any in­
dividual governmental or accountant rep­
resentative. Changes have been made as the 
result of experience and as the result of 
further conferences between practitioners 
and officials.
A joint report of the Institute and the 
Society was submitted to the Commission 
on August 3, 1934, and was carefully con­
sidered by the Commission. It is presented 
herewith, together with the accompanying 
letter:
August 3, 1934.
J o s e p h  P. K e n n e d y ,  Chairman,
R o b e r t  E .  H e a l y ,
J a m e s  M . L a n d is ,
G e o r g e  C . M a t h e w s ,
F e r d in a n d  P e c o r a .
S e c u r i t i e s  a n d  E x c h a n g e  C o m m is s io n ,  
W a s h i n g t o n ,  D. C .
G e n t l e m e n  :
In accordance with your request at a 
meeting on July 19th, we, the undersigned, 
were appointed a committee representing 
the two national bodies of independent 
public accountants, the American Institute 
of Accountants and The American Society 
of Certified Public Accountants. This 
committee has given attention to those fea­
tures of the Securities Exchange Act of
1934 and the Securities Act of 1933, as 
amended, which particularly affect the 
preparation and use of financial state­
ments. We now have the honor to sub­
mit the report which accompanies this let­
ter.
You requested that our report be pre­
sented to you as soon as possible after the 
meeting of July 19th; consequently the re­
port is sent you without awaiting formal 
approval by the governing bodies of our 
profession. The suggestions are, therefore, 
those of this committee based on the ex­
perience of its members with financial
statements for registration under the Se­
curities Act of 1933, for listing applica­
tions for various exchanges and for an­
nual reports of corporations.
The purpose of the financial statements 
required by the Acts is to help the in­
vestor, and we believe that this can be ac­
complished by demanding only material 
information and permitting flexibility in 
the form and content of financial state­
ments.
We see no reason why, with slight va­
riations, the same type of financial reports 
should not serve for listing, for registra­
tion and prospectuses under the Securities 
Act and for annual reports. This would, 
however, be impossible if the Commission 
should ask for anything like the amount of 
information now required for registration 
under the Securities Act. It would be im­
practicable for corporations of large size 
to furnish such information promptly. 
Furthermore, if companies are compelled 
by regulation to force on an investor a 
mass of statistics which he can not under­
stand we believe that the purposes of the 
Acts may be defeated.
We, therefore, strongly recommend that, 
so far as financial reports under the Se­
curities Exchange Act are concerned, the 
instructions call only for balance-sheets 
and statements of income, of surplus and 
of reserves, prepared in the form and de­
tail which the management and the inde­
pendent accountants believe fairly present 
the financial condition and operating re­
sults of the corporation. These financial 
reports should be accompanied by a con­
cise statement by the corporation as to the 
major accounting principles and practices 
followed during the period under review 
and any changes in such principles and 
practices since the preceding year.
We also recommend that similar re­
quirements govern the preparation of 
financial information under the Securities 
Act and that at the same time the instruc­
tions already issued under that Act be 
modified accordingly.
Whether the policies adopted by the 
Commission shall be in accord with our 
recommendations or not, we trust that we 
shall have an opportunity to co-operate 
with you in drafting rules and regulations
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and in any other ways in which our pro­
fession can be of service.
We request that this report be received 
as merely the first step in the co-operative 
assistance we desire to render to the Com­
mission in its administration of the Acts.
Respectfully submitted,
S a m u e l  J .  B r o a d ,
J a m e s  F. H u g h e s ,
J o s e p h  J .  K l e i n ,
P a u l  K .  K n i g h t ,
P h i l i p  N. M i l l e r ,
R o d n e y  F. S t a r k e y ,
A n d r e w  S t e w a r t ,
H o m e r  N. S w e e t ,
C. O l i v e r  W e l l i n g t o n ,
Chairman.
R EPO R T 
The Securities Exchange Act of 1934 
requires that, for the protection of in­
vestors, each corporation desiring the priv­
ilege of listing on a national securities ex­
change shall furnish, at the outset, finan­
cial statements and other information re­
garding its affairs and that, thereafter, it 
shall file such annual and quarterly re­
ports as the Commission may prescribe. 
In addition, should a corporation desire to 
offer a new issue of securities it is re­
quired under the Securities Act of 1933 
(except for the exemptions under the Act) 
to file at that time financial statements and 
other information required by the Act.
In considering what recommendations 
we should make to the Commission to 
carry out the purposes of these Acts so 
far as financial statements are concerned, 
we have endeavored to keep in mind the 
rights of the investor, the duties of the 
issuer and the responsibilities of the Com­
mission. This has involved consideration 
of the scope of the information that would 
be of value to an investor, as well as the 
practicability of furnishing such informa­
tion. The results of these deliberations 
are condensed in the pages which follow, 
in which, for convenience, the subject mat­
ter is classified under the following head­
ings:
Scope of Information 
Uniformity of Accounting Practices and 
Forms
Requirements for Financial Statements 
Education of Investors
Quarterly Reports 
Natural Business Years 
Summary of Recommendations
Scope o f Information  
We recommend that financial state­
ments required by the Acts, in order that 
they may be best adapted for presentation 
to investors,
(1) Contain such information as is neces­
sary fairly to present, in accordance 
with accepted accounting principles, 
the financial condition and operating 
results.
(2) Exclude unnecessary matters and de­
tails which tend to obscure the im­
portant facts.
To accomplish these objectives, flexibil­
ity in the form and content of the state­
ments must be permitted. The substance, 
not the form, is important. Rigid regula­
tions which attempt to cover all cases tend 
to stress the form and sacrifice substance 
and inevitably result in an excess of detail. 
The liabilities under the Acts and the 
powers of the Commission, rather than 
elaborate regulations, should be the means 
of procuring adequate disclosure. We be­
lieve that it is possible to formulate simple 
regulations which will meet the specific re­
quirements of the Acts and will not im­
pose an unreasonable burden upon report­
ing companies.
Historical information, a great deal of 
which is required under the present in­
structions for administration of the Se­
curities Act, is extremely burdensome to 
prepare and in the majority of cases is of 
no value to investors. We urge that the 
extent to which historical information 
shall be included be left to the discretion 
of the management and the independent 
accountants.
Apart from the volume of the informa­
tion required, it is of importance that the 
financial statements be presented in simple 
form. So far as possible, in all significant 
matters they should be complete in them­
selves without reference to supplemental 
schedules.
Uniformity o f Accounting Practices and 
Form s
The members of the Commission asked 
our opinion on the desirability and prac­
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ticability of bringing about uniformity in 
accounting practices, either for industry as 
a whole or for particular branches of in­
dustry. We feel that the importance of 
uniformity has been greatly over-empha­
sized. It may be more misleading than in­
formative.
Any attempt at uniformity should be 
limited to a few general principles so 
broadly stated that they will permit wide 
variations in application to meet different 
conditions. Certain general principles of 
accounting are now commonly accepted, 
but such principles are flexible and must 
frequently be modified in practice. The 
management and the independent account­
ants should be free to apply principles in 
the manner best adapted to the conditions 
prevailing, so that the statements shall not 
be misleading. We recommend that the 
Commission postpone formulation of any 
principles until it shall have had oppor­
tunity to study the financial statements 
and accompanying declarations of account­
ing principles and practices which we are 
recommending be filed by reporting cor­
porations.
On the other hand, the application of 
consistent practice to the accounts of a 
corporation in successive years is of prime 
importance. We recommend that the prac­
tice of each corporation be disclosed and 
any change in practice from preceding 
years be clearly stated. This is most im­
portant in the case of income statements, 
because investors generally estimate the 
value of an investment by using a multi­
ple of the earnings. In making such esti­
mate, they should be informed as to the 
earnings and charges which are of an ex­
traordinary nature. A proper classifica­
tion of earnings and a similar classifica­
tion in successive years are, therefore, 
necessary.
We recommend that the Commission do 
not attempt to adopt any standardized 
forms of financial statements. Such forms 
will force corporations to fit their state­
ments into a prescribed mould, although 
the presentation of their statements in this 
manner may not be truly informative. 
Rigidity of form may well defeat its own 
purpose by placing undue stress on items 
which may be immaterial for a particular 
company, while minimizing other items
which, in the peculiar circumstances, may 
be relatively important.
Requirem ents fo r  Financial Statements
We recommend that the financial state­
ments required should consist of (a) a 
balance-sheet in comparative form; (b) an 
income statement in comparative form; 
(c) a surplus statement; (d) a state­
ment of changes in reserves; (e) a concise 
statement by the corporation as to the ma­
jor accounting principles and practices fol­
lowed during the period under review and 
any changes in such principles and prac­
tices since the preceding year; ( f )  simi­
lar statements for subsidiaries or consoli­
dated statements, whichever will more 
clearly set forth the essential facts.
As previously stated, we recommend 
that no set forms be prescribed but that 
statements be accepted in the form and 
detail which, in the opinion of the manage­
ment and the independent accountants, 
fairly present the financial condition and 
operating results of the corporaton. We 
further recommend that neither rigid in­
structions nor questionnaires be issued, but 
that the Commission adopt general regula­
tions as guiding principles for the prepara­
tion of financial statements. We recom­
mend that such general regulations be 
substantially as follows:
(a) That the balance-sheets be prepared to 
present as clearly as practicable:
1. The basis on which the principal 
assets on the balance-sheet are 
stated.
2. A reasonable classification and ade­
quate description of the substan­
tial items of the balance-sheet, so 
as to display significant facts.
(b) That the income statement show a 
reasonable classification of the source 
of income and the nature of expenses ; 
that operating income be distinguished 
from non-operating income; and that 
substantial extraordinary income or 
charges, whether of a recurring or 
non-recurring nature, be disclosed 
and described.
(c) That the surplus statement and the 
analysis of changes in reserves show 
suitable segregation according to the 
classes of the surplus or reserves and
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the character of the respective charges 
and credits, not including either anal­
ysis or segregation of surplus or re­
serves prior to the period covered by 
the financial statements.
The regulations under the Securities 
Act of 1933 should be modified so that the 
requirements may be the same as those 
outlined, with the addition of such other 
information as is specifically required by 
Schedule A of the Act.
Education o f Investors 
We believe that, by adding force and 
authority to efforts already made by ac­
countants, the Commission can render val­
uable service to the public by helping in­
vestors to understand the significance of 
financial statements.
Investors relying upon financial state­
ments should know that such statements 
reflect a combination of personal judg­
ments, accounting conventions and re­
corded facts. Judgments and conventions 
have an important effect on the construc­
tion and presentation of financial state­
ments. The soundness of the judgments 
necessarily depends on the competence and 
integrity of those who make them. One 
of the important accounting conventions 
is that the balance-sheet of a going concern 
shall be prepared on the assumption that 
the concern will continue in business. 
Plant assets, permanent investments and 
intangibles are usually stated at cost or on 
some other historical basis without regard 
to realizable or replacement value. Assets 
such as inventories and accounts receivable 
are commonly stated at their estimated 
value in the ordinary course of the con­
tinuing business, which is usually greater 
than the realizable value in forced liquida­
tion. Cash and readily marketable securi­
ties are customarily stated at values which 
do not depend upon continuance of the 
business. In sharp contrast are the nomi­
nal assets, such as unamortized discount 
and other deferred charges, the value of 
which would almost entirely disappear if 
the concern were to go out of business.
The investor should also understand 
that reports of earnings of industrial en­
terprises for a single year or shorter pe­
riods are of limited significance because 
they may be disproportionately affected
by transitory influences. Fair conclusions 
as to past earning power can not be drawn 
without comparison of the profits over a 
period of years.
Finally, the investor when considering 
the record of earnings and the latest bal­
ance-sheet should remember that the fu­
ture value of his investment depends in 
large measure on factors which can not be 
shown in financial statements. Among 
these factors are the ability of the man­
agement and the effect of changes in tech­
nical processes, shifting markets, tariffs 
and taxation on the plant, product and 
sales of the corporation. Any one of these 
human or physical or economic factors 
may throw the concern into difficulties or 
materially alter its financial condition and 
earning capacity.
Quarterly Reports
As requested at the meeting of July 
19th, we submit the following comments 
on the subject of quarterly reports:
In some cases, quarterly statements may 
be helpful; in others, such statements, if 
unaccompanied by detailed explanations, 
may be more apt to mislead. In most in­
dustries quarterly reports are, at best, esti­
mates of progress for the period. Gen­
erally earnings do not accrue evenly 
throughout the fiscal year, because of such 
factors as large orders or seasonal varia­
tions, and it is impracticable for the man­
agement, in reporting the quarterly earn­
ings, to determine with reasonable accur­
acy the effect of such factors. In many 
cases inventories, reserves, valuations and 
other essential facts are not finally deter­
mined until the end of the fiscal year.
If  the Commission should decide to re­
quire quarterly financial reports, these re­
ports should be limited to income state­
ments; they should be in condensed and 
comparative form and should be made 
available with reasonable promptness. 
Estimates should be allowed, and, if they 
have been used, that fact should be stated. 
The corporation should be given the option 
of preparing the quarterly report to cover 
the individual quarter or the twelve 
months terminating at the end of the 
quarter or the period from the beginning 
of the current fiscal year to the end of 
the current quarter. Corporations which
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employ the thirteen-period year should be 
permitted to render such comparable re­
ports as are obtainable from their records.
Natural Business Years 
Most corporations have fiscal years coin­
cident with the calendar year. This has 
the effect of concentrating the preparation 
and issuance of annual reports within a 
relatively short period. Adherence to the 
calendar year is largely a matter of cus­
tom, and there are positive advantages in 
the adoption of the natural business year 
as the fiscal year. Reports based on the 
natural fiscal year permit a more accurate 
determination of earnings; they show 
more clearly the trend of operating re­
sults, and they are, therefore, more in­
formative to investors. Such reports are 
frequently more economical for the cor­
poration, because, at the end of the nat­
ural business year, the cost of taking in­
ventory is lower and the business of the 
corporation normally is less active. Such 
reports spread over the year the work of 
accounting firms and credit and statistical 
organizations and they will also simplify 
the administrative problems of the Com­
mission.
In many cases comparisons between 
corporations engaged in the same indus­
try would be more valuable to investors 
if the annual reports of such corporations 
were based on the natural business year of 
the industry.
We therefore recommend that the Com­
mission encourage all corporations to 
adopt their natural business years as fiscal 
years.
Sum m ary of Recommendations 
The recommendations contained in this 
report may be summarized as follows:
1. The financial information required 
should be limited to that which will be 
of substantial value to investors.
2. Uniformity of major accounting prin­
ciples in a particular industry is desir­
able as an ultimate objective, though 
uniformity in their application may be 
undesirable. For the present, corpora­
tions should be required merely to in­
dicate the principles which are followed.
3. No standardized forms of financial state­
ments should be prescribed. Statements 
in the form and detail best adapted to
the particular conditions should be ac­
cepted.
4. There should be co-ordination of the re­
quirements relative to financial state­
ments for:
(a) Listing on a national securities ex­
change ;
(b) Registration statements and pro­
spectuses under the Securities Act 
of 1933 ;
(c) Annual reports.
This would entail substantial modifica­
tion of the present regulations under the 
Securities Act.
5. The Commission should endeavor to ad­
vise investors as to limitations of finan­
cial statements as guides to the value 
of investments.
6. I f  the Commission should decide to re­
quire quarterly reports, these reports 
should consist only of income state­
ments ; they should be issued promptly; 
they should be in condensed and com­
parative form; and they may be based on 
estimates if necessary.
7. The Commission should encourage cor­
porations to adopt their natural business 
years as fiscal years.
Appraisers' Meeting
Monday, Tuesday and Wednesday, 
January 28, 29 and 30, the Association of 
Appraisal Executives held its first annual 
meeting in the city of Washington. Its 
membership represents from 70 to 75% of 
the independent valuation work of the 
country.
Appraisers represent one of the groups 
with which accountants must work. The 
tendency in accounting circles has been for 
the accountant to accept inventory figures 
as taken from the books with proper al­
lowances for depreciation and obsolescence 
or as prepared by the clients or by indepen­
dent appraisers specifying the basis of the 
valuation figures thus used. The appraiser, 
on the other hand, assumes values on the 
generally broad basis of cost of reproduc­
tion, taking into account such factors as in 
his judgment special business conditions 
warrant.
Monday morning was given over to gen­
eral detailed work in connection with the 
organization. Monday afternoon was large­
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ly occupied in a discussion of the report 
of the Committee on Appraisal Ethics. It 
was interesting as well as instructive, as a 
guest of the association, to listen to a dis­
cussion from the appraiser’s viewpoint of 
the same problems which confront the ac­
counting profession. They are sometimes 
called upon to express what might be con­
sidered as a snap judgment as to the value 
of a plant merely by walking through i t ; 
somewhat akin to requests made of law­
yers for what are known as “curb stone 
opinions” and of accountants for an esti­
mate as to profits and losses from half a 
dozen sets of figures written on the back of 
an envelope. On the other hand, the ap­
praisers are ofttimes called upon to estab­
lish a value for their clients as the result of 
the same expenditure of effort as would 
be involved in a detailed audit.
Three statements stand out prominently 
in the discussion. Appraising was defined 
to be a process of analyzing property facts 
and valuations. It was then announced to 
be one of the vital factors in connection 
with a sound solution of present industrial 
and economical problems. It was main­
tained that appraisers must be independent 
of the interest served in order that their 
reports shall be entitled to the considera­
tion which should be given the opinion of 
an expert.
The Monday evening meeting was in the 
form of a dinner attended by members and 
guests representing Government and allied 
business organizations, which was the basis 
of the invitation extended the Secretary of 
The American Society to attend all of their 
meetings.
The address by the president, Walter W. 
Pollock, will appear in a later issue. He 
discussed “The Useful Value of Property,” 
maintaining that all appraisals should be 
based not necessarily on cost, not neces­
sarily on cost subject to depreciation and 
obsolescence but rather on the utility or the 
usefulness of the property at the particular 
time when the appraisal was made.
Lyle H. Olson, acting as toastmaster, 
called upon the appraisers to comment on 
odd and out-of-the-way appraisals which 
had come to their notice. Among those 
listed were the valuation of a fly farm, 
valuation of Mammoth Cave, valuation of 
a vermin infested animal farm.
In 1890 Charles E. Lemley established 
the first appraisal organization in this coun­
try. As the result of a fire he had been 
called in to make a determination of the 
loss prior to filing a claim for insurance. 
This directed his attention to the lack of 
any organized attempt at tackling the prob­
lem of valuations from a scientific stand­
point. His nephew, who was present, re­
called interesting events in the early history 
of the development.
The history of the most extended ap­
praisal which has been made was recalled 
by the gentleman invited by the Interstate 
Commerce Commission to take charge of 
the work when Congress ordered that the 
Commission should appraise all the rail­
road properties in the United States and 
fix a value thereon. As a basis for valuat­
ing all properties then in existence 1914 
values were utilized and all additions have 
been based on costs at the times when the 
additions were made. After twenty years, 
with an expenditure of fifty million dol­
lars on the part of the Government and 
150 million dollars on the part of the rail­
roads, the Interstate Commerce Commis­
sion was able at the close of 1934 to an­
nounce that the worth of the railroads was 
accepted by it at the figure which had been 
thus obtained. It is estimated that it costs 
a million dollars a year to keep the valua­
tion up-to-date but the result has been to 
disprove the claim made in the early days 
that railroad stocks had been largely 
watered. The total valuation of outstand­
ing indebtedness is relatively the same as 
the value fixed after this careful detailed 
study had been made. The suggestion was 
made that the most important lesson grow­
ing out of the development of that appraisal 
was the necessity for finding out as soon as 
possible what ought not to be done. The 
general tendency to experiment when some­
body else is paying the bills, as happens 
in all governmental financial functionings, 
needs to be curbed at every possible point.
Tuesday morning the discussion centered 
around TD 4422 and the Bureau of In­
ternal Revenue was represented by Messrs. 
Luce, Martin and Robertson. The most 
practical feature of that discussion was to 
the effect that any concern which felt that
( Continued on page 127)
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C .  P .  A .  E x a m i n a t i o n  Q u e s t i o n s
N ovember, 1934
P r a c t i c a l  A c c o u n t i n g
PROBLEM  1:
Blalock, Inc., an American manufacturing company, has a sales branch which 
it established in England as a wholly-owned subsidiary corporation under the 
name of Blalock, Ltd. You have been engaged in auditing the books of the 
parent company and have agreed to accept an audit report of foreign accountants 
on the English subsidiary. This is the first audit of the parent company made 
by your firm and the company’s officials have evinced an interest in the effect 
on the financial statements you are preparing of the wide fluctuation during the 
year in pounds sterling. You are required to draft consolidated working papers 
on which appear opening consolidated surplus, properly adjusted for the decline 
in sterling quotations prior to 1933, and, generally, whatever adjustments that may 
be necessary in the preparation of consolidated financial statements and in the 
conversion of foreign items. Because of prior exchange losses, you have agreed 
that any 1933 income arising from the conversion of pounds sterling will be 
included in the statement of profit and loss for 1933 as an extraordinary item 
“below the line.”
Following is a summary of your adjusted trial balances of the parent company 
at the beginning and end of the year under audit:
Accounts, Grouped Dec. 31, 1932 Dec. 31, 1933
Cash .................................................................................  $ 47,813.01 $ 532,534.27
Customers .........................................................................  882,679.39 776,875.33
Merchandise inventory, at cost ................................  2,152,446.14 2,144,816.46
Fixed assets ................................................................... 1,547,592.59 1,547,592.59
Original investment in Blalock, Ltd...........................  486,000.00 486,000.00
Current account—Blalock, Ltd.................................... 1,069,200.00 194,400.00
Cost of sales ................................................................  3,196,800.00 3,744,000.00
Selling and administrative (less service charge to
foreign branch) ...................................................... 1,659,068.57 1,724,359.38
Loss on exchange ........................................................ 3,654.00* 73,700.00
Cash dividend of 25%—July 1, 1933 ........................ ...........  1,000,000.00
Total debits ............................................................ $11,037,945.70 $12,224,278.03
*R e d
T h e  S e rv ice  o f  E x a m in a tio n  questions  conducted  b y  T h e  A m e r ic a n  S oc ie ty  fu rn ish e s  
p ra c t ic a lly  tw ic e  as m a ny  questions  in  T h e o ry , A u d it in g ,  C o m m e rc ia l L a w  and E conom ics  
and P u b lic  F inance  as c o u ld  be used b y  a n y  S ta te  B o a rd  f o r  a  fo u r -h o u r  e x a m in a tio n  pe riod , 
and tw ic e  as  m a ny  p rob le m s  in  P ra c t ic a l A c c o u n tin g  as w o u ld  be re q u ire d  f o r  tw o  e xa m in a ­
t io n  p e rio d s  o f  fo u r  to  f iv e  h o u rs  each. A  B o a rd  u s in g  the  se rv ice  m akes its  o w n  selections  
and adds any specia l questions o r  p ro b le m s  w h ic h  i t  desires. T h e  f ir s t  h a lf  o f  the  p rob lem s  
in  P ra c tic a l A c c o u n tin g  fo l lo w .
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Trade creditors ..............................................................  $ 83,400.65 $ 287,933.67
Reserve for depreciation ........................................... 709,130.20 783,144.08
Capital stock ..................................................................  4,000,000.00 4,000,000.00
Earned surplus ..............................................................  917,414.85 1,393,200.28
Sales, at prevailing market prices—Outsiders . . .  3,552,000.00 4,608,000.00
Foreign branch ..............................................................  1,776,000.00 1,152,000.00
Total credits ..........................................................  $11,037,945.70 $12,224,278.03
You have recast the findings of the English accountants with respect to the 
foreign subsidiary thus:
Accounts, Grouped Dec. 31, 1932 Dec. 31, 1933
Cash .............................................................................  £144,000 £ 44,000
Customers ................................................................... 102,000 150,000
Merchandise inventory at—
December 31, 1932 (1932 purchases),
sold in 1933 .................................................... 120,000 120,000
December 31, 1933 (1933 purchases) ......... . . . .  36,000
Fixed assets ..............................................................  25,000 35,000
Purchases from parent company, 1933 ............. .. . . . .  288,000
Service charge, parent company .......................... . . . .  12,000
Depreciation, 1933, at 10% ..................................... . . . .  3,000
Other expenses ..........................................................  . . . .  30,000
Total debits ........................................................ £391,000 £718,000
Trade creditors ..........................................................  £ 3,000 £ 21,000
Due parent company ...............................................  220,000 40,000
Reserve for depreciation .........................................  18,000 21,000
Capital stock issued to parent company at par . . 100,000 100,000
Profit and loss (earned surplus) ........................ 50,000 50,000
Sales .............................................................................  . . . .  450,000
Unsold 1933 purchases.............................................  . . . .  36,000
Total credits ...................................................... £391,000 £718,000
Profits in excess of the profit-and-loss account of £50,000 (which had been 
earned in earlier years when the rate of exchange was $4.86) are credited at the 
end of each year to the parent company’s account, remittances being made from 
time to time as conditions warrant. The details of the intercompany account for 
the year 1933 were:
Particulars Amount
Balance December 31, 1932 ....................................... £220,000 $1,069,200.00
Merchandise purchased during year
(shipping costs may be ignored) ...................  288,000 1,152,000.00
Service charge, parent company................................  12,000 48,000.00
Total debits ............................................................  £520,000 $2,269,200.00
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Remittances—
January 31 ..............................................................  £ 120,000 $ 408,000.00
March 31 ................................................................  100,000 342,000.00
August 31 ..............................................................  150,000 678,000.00
November 30 ..........................................................  110,000 573,100.00
Loss on exchange.......................................................... . . . .  73,700.00
Balance December 31, 1933 ......................................... 40,000* 194,400.00
Total credits ..........................................................  £520,000 $2,269,200.00
* A  rem ittan ce  of £67 ,000  w as m ade to  th e parent com pany on F e b ru a ry  1, 1934, $338,350.00  
having been realized  th erefro m .
You are told by the management that it has always been the practice to 
value the balance of the current account at the end of the year at the old par of 
exchange, and that during 1932 and 1933 an arbitrary rate of $4 was used by the 
branch in converting charges from the parent company. These charges occur 
with more or less regularity throughout the year. The fixed assets owned by the 
branch at December 31, 1932 had been acquired when the rate of exchange 
was $4.86; the additions during the year of £10,000 were purchased abroad on 
July 16, 1933.
Following are the rates of exchange which you have secured:
D ate R ate
December 31, 1932 ..................................  $3.30
July 16, 1933 ...........................................  4.20
December 31, 1933 ................................  5.10
1933 weighted av e rag e ................... .. 4.10
PROBLEM  2 :
The accounts of the city of Plainville are arranged in balanced fund groups. 
You are called upon to prepare from the information following a working trial 
balance and fund balance sheets of the city at June 30, 1934.
The ledger accounts of certain funds at July 1, 1933 were:
General Fund
Dr. Cr.
Cash ....................................... $5,000.00
Taxes receivable.................  10,000.00
Accounts receivable ...........  100.00
Due from other funds . . . .  1,000.00
Accounts Payable...............  $ 300.00
Notes payable ...................... 500.00
Matured bonds and interest. 15,000.00
Surplus..................................  300.00
Cash— for construction 
Cash— for bonds and
interest ........................
Assessments receivable . 
Work in progress.........
Special Assessment Fun d
$6,000.00 Accounts payable ...............  $ 300.00
Contracts payable...............  8,500.00
2,000.00 Notes payable ...................... 500.00
10,000.00 Bonded d ebt..........................  7,000.00
4,000.00 Due to other funds ...........  500.00
Appropriations ...................  4,000.00
Reserve for rebates . . . . . .  500.00
Surplus..................................  700.00
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Trust Fund
Expendable cash 
Permanent cash . 
Loans receivable 
Investments
$ 500.00 Expendable trusts—
44,600.00 Endowments
200.00 Pension funds . .
700.00 Permanent trusts—
$15,000.00
30,000.00
Revolving loan fund . . . .  1,000.00
Transactions fo r the year ended June  30, 1934
(1) When the annual budget was approved it carried appropriations for 
general governmental purposes in the amount of $ 100,000, including an item 
to offset estimated uncollectible taxes.
(2) Revenues from miscellaneous sources were estimated at $15,000.
(3) Taxes were levied for the balance necessary to meet appropriation 
requirements, uncollectible taxes being estimated as 3%.
(4) Street and other improvements benefiting private property owners, 
estimated to cost $50,000, were approved, and the necessary bonds were authorized 
and sold at par to provide money for construction purposes. Special assessments 
were also authorized to be levied against the property owners benefited.
(5) Current taxes in the amount of $78,000 were collected during the 
period and there were taxes of prior years collected in the amount of $6,000.00.
(6 ) Taxes were also levied amounting to $10,000.00, to be collected and 
paid to other civil divisions.
(7) During the year an insolvent bank was closed in which there was 
$2,000.00 of the city’s general tax money on deposit.
(8) Because of the slowness in general tax collections, $3,000.00 was 
borrowed from a bank, but was repaid during the period.
(9) A bequest of $1,500.00 was received to be used as a permanent revolv­
ing loan fund for the benefit of city employees.
(10) Advances of $2,500.00 were made from the general fund to start 
assessment improvements, of which $2,000.00 was repaid during the period.
(11) Cinders were sold to property owners for $800.00, of which $500.00 
has been collected.
(12) Miscellaneous revenues amounting to $18,600.00 were received during 
the period, and special assessments were collected amounting to $26,000.00, with 
interest of $1,800.00.
(13) The following miscellaneous amounts were also received during the 
period:
$500.00 representing a contractor’s deposit to guarantee the satisfactory 
completion of a contract
9,000.00 representing taxes levied for other civil divisions
1,200.00 representing expendable interest on endowment fund invest­
ments
3,500.00 representing loan from bank pending sale of assessment im­
provement bonds
(14) There were expenditures during the period o f :
$3,000.00 representing payment on loans from bank pending sale of 
assessment-improvement bonds
90,000.00 for general purposes for which appropriations had been made
30,000.00 for the construction of assessment improvements, of which 
$25,000 was paid to contractors.
8,500.00 representing taxes levied for and paid to other civil divisions
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2,000.00 representing death benefits paid from employees’ pension fund, 
made possible through sale of $2,000.00 worth of securities 
plus accrued interest of $50.00.
500.00 representing loan made from employees’ loan fund
2,250.00 representing one-half of city’s share of assessment improve­
ments, which was provided for in the general appropriations 
for the period
(15) General obligations bonds amounting to $10,000.00 with interest of 
$280.00, were paid during the period.
(16) Assessment bonds amounting to $25,000.00, and interest of $1,750.00 
were paid during the period.
(17) Various contracts were entered into totaling $35,000.00 for construc­
tion of assessment improvements, of which $10,000.00 remained unpaid at end of 
period.
(18) At the end of the period there were unfilled purchase orders outstand­
ing for general-office supplies amounting to approximately $1,000.00. Unpaid 
items amounting to $1,200.00 represent similar goods already received.
(19) Construction improvements costing $32,000.00 were completed during 
the period.
PROBLEM  3:
Following your audit of The Dale Publishing Company at June 30, 1934 
you have been asked to write a letter to the manager, C. L. Packard, outlining 
briefly your recommendations for a method of collecting prime costs. In the 
course of your examination you find that there are four principal sources of in­
come: printing sales (handbills, letterheads, etc.) ; bindery sales (desk organizers, 
order books, etc.); newspaper subscriptions; and newspaper advertising. Total 
annual sales average $80,000.00. The newspaper is a weekly, small town paper 
having a circulation of about 2,500. The management is anxious that the sales 
and prime costs of the printing and bindery departments be kept separately. 
Numerous jobs go through these departments. It has been agreed that overhead 
expense is to be periodically apportioned to the two departments on the basis of 
the total sales of each department.
A competent bookkeeper has been engaged to carry out the suggestions 
which you make.
PROBLEM  4 :
From the information following, prepare a statement of partners’ accounts 
at December 31, 1933.
X , Y  and Z, attorneys, agree to consolidate their individual practices at 
December 31, 1932. Assets, exclusive of cash, and liabilities at that date, all 
of which are taken over by the new partnership, are as follows:
X  Y  Z
Accounts receivable ............................  $14,248.00 $5,248.60 $15,900.00
Furniture and fixtures ........................ 4,300.00 2,500.00 6,200.00
Reserve for depreciation . . . . . . . . . .  2,480.00 1,578.00 4,698.00
Accounts payable .............................. .. 100.00 1,480.00 690.00
Each partner is to contribute $5,000.00 as working capital. Z has leased 
office space, and is bound by the lease until June 30, 1934, the monthly rental 
being $600.00. The partners agree to occupy his office space until the expiration 
o f  the lease. The partnership is to pay the rent. However, Z’s drawing account
1935 T H E  C E R T IF IE D  P U B L IC  ACCOUN TANT 119
is to be charged $150.00 per month, the space having a present monthly rental 
value of $450.00. Each partner is to guarantee his receivables contributed to the 
partnership. No salaries are to be paid to the partners; drawings are to be 
regarded as advances. The individual partners will receive 20% of gross fees 
billed to their respective clients during the first year of the partnership. After 
deducting operating expenses, the balance of fees billed will be credited to the 
partners’ accounts in the following ratios:
X —40%
Y—35%
Z—25%
On April 1, 1933, W is taken into the partnership, and is to receive 25% 
of the fees from new business, after deducting expenses applicable to the new 
business. Expenses are to be apportioned to new business in the same ratio 
that total expenses bear to total fees billed.
During the year ending December 31, 1933, fees were billed as follows:
X ’s clients ....................................... $23,400.00
Y ’s clients .................................. .... 18,650.00
Z’s clients ....................................... 10,460.00
New business—
Prior to April 1, 1933 ...............  3,200.00
After April 1, 1933 ...................... 8,030.00
$63,740.00
Total expenses, exclusive of depreciation, were $25,380.00. Depreciation 
should be computed at the rate of 10%. Charges during the year to partners’ 
drawing accounts were as follows:
W—$1,500.00 
X — 5,200.00 
Y— 4,450.00 
Z— 5,800.00
Of X ’s and Y ’s receivables $1,200.00 and $450.00, respectively, proved to be un­
collectible.
PROBLEM  5:
A fire on April 1, 1934 destroyed all office records of the Ajax Distributors, 
Inc., except the minute book, the customers’ and creditors’ ledgers, and a profit- 
and-loss statement. From the information available you are asked to prepare a 
balance sheet as of the close of the business on March 31, 1934.
Extracts from the minutes disclose the following facts:
On January 1, 1934
Charter granted authorizing maximum capital of $48,000.00, consisting 
of $16,000 of common and $32,000 of preferred stock of a par value of $100 
per share, to be issued only on a basis of one share common to two of pre­
ferred.
44 shares of the common and 88 shares preferred stock were subscribed 
for by the incorporators at par, and the corporation received cash for one- 
half the subscriptions to the common stock and the remainder in 6% interest- 
bearing notes, payable to the corporation at its office on June 1, 1934. Land
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and buildings with an estimated life of 25 years were received in settlement 
of the preferred-stock subscriptions. Certificates were issued to the sub­
scribers. The buildings were appraised at twice the value paid by the corpora­
tion and pursuant to a resolution of the board these values were set up on the 
books on January 1, 1934.
The sale of $5,000 6%  five-year bonds, with semi-annual interest coupons 
attached, secured by deed of trust on land and buildings was authorized. 
Bonds in an amount equal to common stock issued were sold for cash at 
95. It was provided in the trust agreement that the corporation must on the 
last day of each quarter set aside in a special fund equal amounts sufficient 
to retire the bonds sold at maturity (ignore interest), and to set up a reserve 
therefor.
Bought following equipment on terms of one-fifth cash and the balance 
in four equal payments, due on the last day of each month: store and office 
equipment with an estimated life of 10 years, and delivery equipment esti­
mated to last 5 years.
Paid insurance for one year on buildings, equipment and stock.
On M arch  31, 1934
Dividend of 2%  on outstanding stock declared, payable on April 10, 1934.
Additional information obtained from  bookkeeper
Books were kept on an accrual, deferred and reserve basis. Depreciation was 
computed on the straight line method with no scrap values. All items of income 
or expense were cash unless so indicated. All receivables and payables paid were 
within the discount period. A $400.00 60-day 6% interest-bearing note dated 
March 1, 1934 was received from a customer in settlement of his account. Salaries 
and rent were the same each month and March items have not been paid. Ten 
per cent of the outlay for advertising and store supplies for the period remained 
on hand on March 31, 1934. No accounts have been charged off as bad. The 
profit-and-loss statement follows:
A JA X D ISTR IBU TO R S, INC.
Profit and Loss 
Quarter Ending M arch  31, 1934
I n c o m e  F r o m  S a l e s :
Sales, Terms 1%/20, N/30 $15,000.00
1,875.00Sales Returns
Net sales $13,125.00
C o s t  o f  S a l e s  :
Purchases, Terms 3%/10, N/60 $ 8,000.00
995.00 $ 7,005.00Purchases returns
Inventory, March 31, 1933 
Cost of goods sold . 
Gross profit on sales
1,000.00
$ 7,120.00
6,005.00
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E x p e n s e s  :
Selling—
Sales s a la r ie s ................................................... $  1 ,500 .00
Advertising supplies used .......................  1 ,130 .00
Store supplies u s e d ......................................  180.00
E xp ired  insurance— m erch an d ise ..........  2 5 .0 0
E x p ired  in su ran ce— store eq u ip m en t. . 16.00  
E x p ired  insurance— d elivery
e q u ip m e n t .....................................................  20 .00
D epreciation— store e q u ip m e n t ............. 25 .00
D epreciation— delivery  equipm ent . .  . 62 .50
Sundry selling expenses .........................  2 12 .50
T otal selling expenses ....................  $  3 ,171 .00
General—
Office salaries ................................................  $  600 .00
Rent ....................................................................  750 .00
E xp ired  insurance— office equipm ent. 10.00
E xp ired  insurance— b u ild in g s ...............  12.00
D epreciation— office e q u ip m e n t ............. 15.00
D epreciation— build in gs ............................  44 .00
Loss on bad d e b ts ........................................  100.00
Sundry general expenses ....................... 116.00
Total general e x p e n s e s ....................  1 ,647 .00
T otal expenses ...................................
O perating in c o m e ..............................
O t h e r  I n c o m e :
Purchases d is c o u n t...........................................  $  173.25
Interest earned ..................................................  35 .00  $  208.25
Deductions F rom I ncom e :
Sales discount .....................................................  $  98.25
Interest expense ................................................ ..............66 .00
Bond discount a m o rtiz e d .............................. ..............11 .00  175.25
N et addition to in c o m e ..................
T otal net in c o m e .................................
4,818.00
$2,302.00
33.00
$ 2,335.00
Q u e s t i o n s  and A n s w e r s  D e p a r t m e n t
E d it o r ,  W . T . S u n l e y ,  C.P.A., Educational Director 
International Accountants Society, Inc.
Solution to Problem 6 of May, 1934, Examination Service of The American 
Society of Certified Public Accountants, published on page 564 of the September, 
1934, issue.
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In many recent C.P.A. examinations, there has been a tendency shown 
toward the assignment of a few short problems of a mathematical nature. So, in 
this issue, this department will devote its space to presenting a solution for such 
a problem.
In this problem two-thirds of the total cash purchase price of certain 
machinery is to be paid over a period of twelve months; one-twelfth of the 
principal being paid each month plus interest at the rate of 6% per year and plus 
a 10% financing charge.
The following schedule shows the total interest and financing charges as 
$2,464.50. The principal outstanding for which this charge is made is equivalent 
to the total amount to be financed for an average period of 6½ months. Knowing 
the factors of principal, time and interest, it requires merely a mathematical 
calculation to determine the simple interest rate which is 24.4615%. The com­
putation follows:
M o n a k  M a n u f a c t u r i n g  C o m p a n y
COMPUTATION O F COST O F FINANCING TH E PURCHASE OF
M ACHINERY 
(in terms of average rate of simple interest)
Total purchase price (cash) ...........................................................................$27,900.00
Down payment— of $27,900 ....................................................................... 9,300.00
Balance ...........................................................................................................$18,600.00
Balance of Interest
M onths Purchase Price  @ 6% per yr.
Outstanding (Principal) (½% p er m o.)
1 $ 1,550.00 $ 7.75
2 1,550.00 15.50
3 1,550.00 23.25
4 1,550.00 31.00
5 1,550.00 38.75
6 1,550.00 46.50
7 1,550.00 54.25
8 1,550.00 62.00
9 1,550.00 69.75
10 1,550.00 77.50
11 1,550.00 85.25
12 1,550.00 93.00
Totals.. . .  78 (Ave. 6½ mos.) $18,600.00 $ 604.50
A dd—Finance Charges— 10% of principal paid ...................  1,860.00
Total Interest and Financing C osts .................................... $2,464.50
The total principal of $18,600 is divided into 12 installments of $1,550 each. 
The first installment is outstanding 1 month, the second, 2 months and so on up to 
the last installment which is outstanding 12 months. Thus, in effect, a principal 
sum of $1,550 is outstanding for a total of 78 months.
This is equivalent to 12 times the amount of $1,550 or $18,600 (the total 
principal) being outstanding 1/12 of 78 months or 6½ months (13/24 of one 
year). The average annual rate of simple interest is accordingly calculated as
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follows:
Let. P=Principal.
T= T im e (in years).
I=Interest and Finance Charges. 
R=Rate.
Then:
I
R = ---------
P  X  T  
Substituting, we have:
$2,464.50 
R = -------------------------------
$18,600 X  13/24 years.
R=24.4615% —average rate of simple interest.
PROOF
Total principal to be financed.......................................................................$18,600.00
Average time outstanding (as calculated) ................................................. 13/24 years
Rate of simple interest ....................................................................................24.4615%
Interest *
$18,600 (principal) X  24.4615% (rate) X  13/24 years (time) =  $2,464.50 
( interest).
OUR READERS’ FORUM
Contributions for this section will be limited to in the neighborhood of 
250 words. A free but short expression of opinion is requested on subjects in 
which the certified public accountant is interested. Address the Editor.  
The following is in response to the re­
quest appearing in Our Readers Forum 
of the January, 1935, issue for an exposi­
tion of the reflection in the records and 
statements of the sinking fund method of 
depreciation. The charge to depreciation 
and credit to reserve the first year will be 
the amount of the cash contribution. For 
subsequent years it will be the amount of 
the contribution plus the interest on the 
fund. The second and subsequent years 
cash will be debited and interest on de­
preciation fund credited with the interest 
on the fund. The first year cash will be 
credited and depreciation fund debited for 
the cash contribution. The second and sub­
sequent years cash will be credited and the 
depreciation fund debited for the contribu­
tion plus the interest received on the fund.
The interest on depreciation fund should 
appear in the other income section of the 
profit and loss statement. On the balance 
sheet the reserve for depreciation receives 
its usual treatment, and the depreciation
fund should appear on the asset side either 
under a separate heading or under perma­
nent investments.
That this method of depreciation does 
not receive extensive mention is due to 
the fact that it is arbitrary in nature, and 
may have no relation to the actual deprecia­
tion of the asset. Further, it involves in­
terest functions, and it is well recognized 
that there will be small amounts on which 
usually a lower rate of interest will be re­
ceived, which leaves the interest calculation 
inaccurate. In a large enterprise in which 
there are many replacements, additions, 
etc., the problem is further complicated, 
and the calculations would take up time 
that could be used to better advantage. For 
these reasons this method is not common.
To confine this exposition as close as 
possible to the space of 250 words, it was 
not possible to present it in journal entry 
form, though doing so might have resulted 
in a clearer presentation.
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STATE SOCIETY NEWS
CALIFORNIA
A special meeting of the Los Angeles 
Chapter of the National Association of 
Cost Accountants, the Petroleum Account­
ants Society, the Los Angeles Chapter of 
the California Society of Certified Public 
Accountants and Iota Chapter of Beta Al­
pha Psi of the University of Southern 
California was held October 25.
Eric A. Camman, C.P.A., of New York, 
was the principal speaker and had as his 
subject “The Effect of N.I.R.A. on Cost 
Accounting and Standard Costs.” Stuart 
C. McLeod, of New York, Secretary of 
the National Association of Cost Account­
ants, was also an honor guest and made 
a brief talk.
The regular dinner meeting of the Los 
Angeles Chapter was held at Mona Lisa 
Cafe on the evening of December 17, when 
Melvin D. Wilson, C.P.A., and attorney- 
at-law, discussed The Revenue Act.
A joint meeting of the Los Angeles, San 
Francisco and Fresno Chapters of the 
California State Society of Certified Pub­
lic Accountants, was held on Saturday, 
December 8, at the Hotel Californian, 
Fresno.
The day was devoted to recreation, with 
golf at Sunnyside Country Club.
Following dinner the ladies were enter­
tained with a bridge party and the mem­
bers assembled for the evening program 
which included the following addresses: 
‘A n  Appraisal of the Current Economical 
Situation,” by Ira N. Frisbee, practicing 
C.P.A. and Professor at University of 
California; “The Accountant and Federal 
and State Taxation,” by Melvin D. W il­
son, C.P.A., and practicing attorney of 
Los Angeles; “The C.P.A. in Government 
Service,” by G. L. Yockey, C.P.A., of 
Nebraska, Land Bank Examiner in Charge 
of Western Division, Farm Credit Admin­
istration; “Capital Asset Accounting Dur­
ing Deflation and Inflation,” by Phillip A. 
Hershey, C.P.A., of San Francisco.
INDIANA
Two general membership meetings of 
the Indiana Association of Certified Pub­
lic Accountants were held in Indianapolis 
during December. On December 3 more 
than fifty per cent of the society’s active 
State resident membership heard Clar­
ence A. Jackson, Indiana Gross Income 
Tax Division Director, explain the obliga­
tions of Indiana C.P.A’s under the divi­
sion’s regulation No. 192, under which tax 
returns accompanied by the certificate of 
a C.P.A. may be accepted without further 
audit. Promulgation of the regulation was 
effected through the efforts of a special 
committee of the Indiana association.
Provisions of the Revenue Acts of 1934 
and the Treasury Department’s require­
ments for enrollment of attorneys and 
agents to represent taxpayers before the 
Department were discussion subjects on 
December 29. Leaders of the discussions 
were Troy G. Thurston, C .P.A .; John E. 
Keough, C.P.A., and Birney D. Spradling, 
C.P.A.
MARYLAND 
The Maryland Association of Certified 
Public Accountants held their regular 
monthly meeting on January 8, 1935, at 
the Emerson Hotel. After dinner a very 
Interesting round table discussion was en­
tered into by the members on the subject 
of the new Revenue Act of 1934.
M ASSA CH USETTS 
The Massachusetts Society of Certified 
Public Accountants, Inc., held a Forum 
meeting on Monday evening, December 
17, 1934, at the Parker House, Boston. 
Discussion subjects and leaders were: 
Gain or Loss from Sale or Exchange
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of Capital Assets—Edwin E. Wakefield; 
Depreciation: TD 4422 and Related Mat­
ters—George A. Wilson; Surtaxes: Per­
sonal Holding Companies and Corpora­
tions Improperly Accumulating Surplus— 
Carroll F. Holt; Sundry Changes under 
the 1934 Act—Benjamin E. Grant.
PEN N SYLVAN IA 
The Philadelphia Chapter of the Penn­
sylvania Institute of Certified Public Ac­
countants held their annual Christmas 
Party on Wednesday, December 19, 1934, 
at the Manufacturer’s and Banker’s Club. 
The party was very well attended and the 
entertainment reflecting the Christmas 
spirit was very interesting.
The Philadelphia Chapter of the Penn­
sylvania Institute of Certified Public Ac­
countants held a joint meeting with the 
Philadelphia Chapter of the Robert Mor­
ris Associates on Wednesday, November 
21, 1934, at the Manufacturers and 
Bankers Club.
Mr. Philip F. Gray, Vice-President of 
the Irving Trust Company, New York, 
was the guest speaker, and his subject was 
“The Income Account for Credit Pur­
poses.” Mr. Gray is also National Chair­
man of the Robert Morris Associates 
Committee on Cooperation with Public 
Accountants.
A prepared list of questions on account­
ing procedure, offered by the Robert Mor­
ris Associates, was answered by the 
members of the Philadelphia Chapter 
Committee on Cooperation with Bankers. 
Considerable discussion followed the 
answering of the questions. It is quite 
evident, by the interest displayed at this 
meeting, that the Accountants and the 
Bankers are gradually developing a closer 
understanding of the problems that are 
confronted daily.
UTAH
At the annual meeting of the Utah As­
sociation of Certified Public Accountants, 
held at the Newhouse Hotel, Salt Lake 
City, on the evening of December 20, 1934, 
officers were reelected for the ensuing 
year as follows: President, R. G. Abbey; 
Vice-President, Harold L. Child; Secre­
tary-Treasurer, Alan Grant Mann,
Book Reviews
A c c o u n ta n ts ' R e p o rts , by W illiam  H . 
Bell, C .P .A . Published by Ronald Press  
Company, 15 E a st 26th  Street, N ew  Y o rk  
City. 395 pages. P rice , $5.00.
This third edition of Mr. Bell’s work, 
which comes after a lapse of nine years, 
has been thoroughly revised to give de­
tailed, up-to-the-minute treatment of what 
recognized authorities regard as the best 
practice in form, arrangement, and con­
tent of accounting statements. It offers 
up-to-date, definite standards of terminol­
ogy; explains fine points in the handling 
of each individual item; shows the usual 
order of these items according to the par­
ticular end to be served; and points out 
variations from the customary form which 
are in common use or are required in vari­
ous lines of business. There is extensive 
discussion with respect to accountants’ 
certificates, with illustrations of certificates 
actually issued by a number of prominent 
accounting firms showing the shifts in em­
phasis that have occurred within recent 
years.
S i m p l i f i e d  M a t h e m a t i c s  f o r  A c c o u n t ­
a n t s  a n d  E x e c u t i v e s , b y  H a r r i s  D. 
G ra n t. S e c o n d  E d itio n . P u b lis h e d  b y  
M c G r a w -H il l  Book C o ., I n c .,  3 3 0  W. 4 2 n d  
S t .,  N e w  York C ity . 4 3 0  p a g e s . P r i c e ,  
$ 4 .0 0 .
This book shows how to solve problems 
involving compound interest and discount 
by simple, effort-saving arithmetical meth­
ods, using no algebra or logarithms. The 
problems covered are those common to in­
surance companies, bankers, brokers, in­
stallment businesses, realtors, and public 
and private accountants. A chapter of par­
ticular value to accountants explains every 
detail of the effectual aspects of mathe­
matics as applied to the double-entry book­
keeping equation. Other helpful methods 
have been added in an appendix.
S e c u r i t y  A n a l y s i s , by Benjamin Graham 
and David L. Dodd. Published by Whit­
tlesey House, McGraw-Hill Book Com­
pany, 330 West 42nd Street, New York 
City. 725 pages. Price, $5.00.
This book deals not only with the meth­
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ods of analyzing individual issues but also 
with the establishment of general prin­
ciples of selection and protection of secur­
ity holdings. Hence much emphasis has 
been laid upon distinguishing the invest­
ment from the speculative approach, upon 
setting up sound and workable tests of 
safety, and upon an understanding of the 
rights and true interests of investors in 
senior securities and owners of common 
stocks.
Part I gives the Survey and Approach; 
Part II, Fixed-Value Investments; Part 
III, Senior Securities with Speculative 
Features; Part IV, Theory of Common- 
stock Investment—the Dividend Factor; 
Part V, Analysis of the Income Account. 
The Earnings Factor in Common-stock 
Valuation; Part V I, Balance Sheet Anal­
ysis. Implications of Asset Values; Part 
V II, Additional Aspects of Security Anal­
ysis, Discrepancies Between Price and 
Value.
We are in receipt of the following bul­
letins of “ T h e  A c c o u n t a n t ”  Lecture 
Series, published by Gee & Company, Ltd.,
6 Kirby St., E. C. 1, London:
No. 29. The Form of a Balance Sheet, 
by George L. C. Touche. 1s 1d.
No. 30. Tyranny of Gold, by Sir Mau­
rice Jenks. 10d.
No. 31. Private Companies and the 
Avoidance of Tax, with special reference 
to landed estate companies, by Stanley A. 
Spofforth. 10d.
No. 32. The Liability of Auditors, by 
Sir Nicholas Watershouse. 10d.
No. 33. The Merits of Mechanised Ac­
counting, by W. Desborough. 10d.
O v e r h e a d  C o s t s  i n  T h e o r y  a n d  P r a c ­
t i c e , by F. Bradshaw Makin. Pub­
lished by Gee & Company, Ltd., 6 Kir­
by St., E. C. 1, London. 75 pages. Price 
4/—.
This work, which was first published as 
a series of weekly articles in T h e  A c­
c o u n t a n t ,  presents an outline of over­
head, a  general survey of various costs, 
costs during long and short periods, over­
head costs of selling, differential costs in 
outline, practical methods of overhead dis­
tribution, profit and loss account analysis, 
overhead cost and scientific control, over­
head cost in relation to  profits, the over­
head problem in sales development.
B u d g e t in g , by Prior Sinclair, C.P.A. 
Published by Ronald Press Company. 438 
pages. 160 figures. Price, $5.00.
The purpose of this book is to give an 
organized presentation of budgeting prin­
ciples and practice. Fifteen major budgets 
are presented separately and discussed in 
detail. They include the master budget; 
the financial budget; estimated balance 
sheet, and estimated profit and loss state­
ment; sales budget; production budget; 
purchase budget; labor budget; manufac­
turing expense budget; selling and adver­
tising expense budgets; numerous budgets 
of management expense; plant and equip­
ment budget; retail merchandise budget. 
With each of these budgets it is the aim 
of the author to inform the reader not 
only of the technique of estimating and 
constructing the budget but also of the 
procedures for later comparison and 
checking of results against the budget and 
of the methods of analytic study which 
provide a basis for managerial action.
The methods are sufficiently detailed to 
permit of ready adaptation to the needs 
of the small manufacturing or trading 
concern, as well as to the needs of large, 
highly developed organizations.
T h e  R e v e n u e  A c t  o f  1934 As I t  A f ­
f e c t s  S e c u r i t y  T r a n s a c t i o n s ,  by Julius 
Sinker, C.P.A., Washington Building, 
Washington, D. C. 30 pages. Price, $1.00.
This work is designed as a special aid 
to taxpayers who buy and sell securities 
in the preparation of their Federal income 
tax returns. One of the important phases 
discussed is the new method of computing 
capital gains and losses; another is the 
disallowance of losses where the sales or 
exchanges take place between members of 
the same family. Subjects in the order 
treated are Determination of Correct Cost 
Basis; Limitation as to the Deductibility 
of Losses; Capital Gains and Losses; the 
Return—Credits—Exemptions and Rates; 
Typical Compilation of Data for Return; 
charts showing method of computation— 
loss limitation—wash sales, and schedule 
of security transactions to accompany re­
turn.
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Appraisers’ Meeting
( Continued from  page 113)
the depreciation rates which it had main­
tained might result in a requirement by the 
Government for a re-setup, should protect 
itself by filing an amended return for the 
oldest open year, even though the return 
showed a loss and therefore no tax paid. 
In general, it was felt that it was feasible 
for an average rate of depreciation by line 
of business to be worked out as the result 
of a careful study of the past history of the 
business which would be fairer to both 
business and the Government than a con­
tinuation of some of the rates which have 
been used and which were selected with­
out any real basis of knowledge and in­
formation at that time.
In the afternoon the round table discus­
sion was opened by a paper on “The Valua­
tion of Intangibles,” by Mr. Olson. The 
Security and Exchange Commission was 
represented by Messrs. Montgomery, Neff 
and Haynes. The determination of values 
for investment purposes was admitted to 
be comparatively easy as regards concerns 
with an operating record but difficulties 
were recognized in the fixing of values for 
newly organized concerns in which the ele­
ment of success was so largely a personal 
element, dependent on factors that could 
not be evaluated.
Income Tax Affidavit
The Treasury Department prepared a 
statement to be filed in connection with the 
1933 returns in which the advisor or at­
torney for the return made affidavit to the 
effect that the return truly represented the 
information furnished or discovered dur­
ing the course of the preparation of the 
return and that such information was true 
to the best of his knowledge and belief. 
The accounting profession suggested to the 
officials of the Treasury Department that 
the affidavit did not offer the proper op­
portunity for the accountant to set forth 
the conditions under which the return had 
been prepared.
This year the return blanks contain an 
affidavit of a somewhat different type but 
subject to the same general criticism. In
probably nine cases out of ten the account­
ant should supplement the affidavit which 
is made a part of the return with a com­
plete statement of what was actually done 
in preparing the return. Question 8, on 
page 3, offers an opening for such a de­
scription although the space allotted for the 
answer is negligible. The accountant 
should be just as careful in detailing the 
answer to question 8 as he is in preparing 
and entering the figures included in the 
statement and schedules. Only as ques­
tion 8 is answered in detail will the Gov­
ernment be able to determine whether the 
accountant had enough opportunity to se­
cure information, knowledge concerning 
which is of any value. As both affidavits 
are signed, the client will have advance op­
portunity to object to such presentation. 
I f  it is not made, the client would be able 
at a later date to throw the entire responsi­
bility for any defects on the accountant.
Fable of a Bankrupt
by L .  D. L e d B e t t e r ,  C.P.A., Norfolk, Va.
Once upon a Time a Certain City and a 
Certain Town, each having the same Form 
of Municipal Government, had a Discus­
sion concerning Municipal Operations. 
Now it developed that their respective 
Ideas were Different.
The City said: “I am, as you are aware, 
Exceedingly Economical; although I do 
spend Small sums for Emergency Relief 
and non-governmental Activities, I man­
age to keep my Expenses within Income— 
even though Revenue collections are off. 
My Bonds, believe it or not, are selling 
at a Premium, indicating that my Finan­
cial Condition is Sound, and my Position 
enviable. The last Audit Report on my 
Condition, a thorough Diagnosis by Mr. 
A. Chapter Member, C.P.A., was very 
Complimentary.”
Whereupon the City Reproached the 
Town for being “Penny-Wise and Pound- 
Foolish,” but the Town answered the Ac­
cusation with Surprise:
“M e! Well, S ir !” exclaimed the Town, 
“Why, I am uncommonly Economical, 
down-right Stingy. True, through so- 
called Extravagance I have reached my 
Bonding Limit, and Installments on two
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Serial Issues, together with interest for 
three years, are past due, and it has been 
necessary for me to issue Script to em­
ployees (although I have collected in Ad­
vance about 30% of next year’s Tax 
Levy), I have Economized no e n d : by let­
ting my fire fighting equipment and police 
wagons go without repairs; by using or­
dinary bank-issue checks instead of having 
them engraved; by replacing typewriter 
ribbons once instead of twice a year; by 
discontinuing the use of my bookkeeping 
machine to save ribbons, and by discon­
tinuing Annual Audits to save the E x­
pense. As to reducing salaries of officials, 
reorganizing departments, and effecting 
other prudent Acts of Economy, Mr. Poli­
tix, my Controller, is opposed to such 
Economic M easures; and as to Budgets, 
what good will it do to Estimate my In­
come when a part of it has been collected 
and spent already? My Expenditures al­
ways exceed Estimates too, so why 
bother?”
And with these Principles, though 
thought Praiseworthy by the Town, it soon 
Came About that the Town realized that 
it was necessary to Apply to a Bankruptcy 
court for Relief, as provided in the May 
24, 1934, amendment to the Bankruptcy 
Act.
Announcements
James Wellington Knight, C.P.A., an­
nounces the removal of his offices to 1002-
9 Buhl Building, Detroit, Michigan.
Clarkson E. Lord and Helen Lord, Cer­
tified Public Accountants, announce the 
formation of a partnership under the name 
of Lord & Lord, 342 Madison Avenue, 
New York City.
H. Ashlin Dykes, C.P.A., formerly with 
the Buffalo office of Haskins & Sells, is 
now with the firm’s San Francisco office 
located in the Alexander Building.
W. C. Graves and Company announce 
the partnership association of Charles C. 
Cobun, C.P.A., and the change of the firm 
name to Graves and Cobun, C .PA ., Stand­
ard Oil Building, Tenth Street at Hope, 
Los Angeles, California.
Announcement is made of the change in 
firm name of Wall, Hardman and Lane to 
Wall, Cassell and Eberly, Certified Public 
Accountants, offices to remain in the Re­
finers Building, Dayton, Ohio.
Phagan, Tillison & Temble, Certified 
Public Accountants of New York and 
Washington, D. C., announce the opening 
of an office under the management of 
A rthur W. Stover, C.P.A., resident part­
ner, with offices in the F irst T rust & De­
posit Company Building, Syracuse, New 
York.
M. Guy Hardin & Co., Certified Public 
Accountants, announce the removal of their 
offices to Suite 1601-2-3 Paul Brown 
Building, 818 Olive Street, St. Louis, Mis­
souri.
H arry M. Goldblatt, C.P.A., announces 
the removal of his office to RCA Building, 
30 Rockefeller Plaza, New York City.
Washington 
H eadquarters
Bankers, Lawyers, Tax Experts, and Busi­
ness Leaders recognize the convenient 
location of th is modern hotel. I ts  dis­
tinctive charm and personalized service 
will appeal to you. Rates are moderate. 
Excellent meals. Dining Room.
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FOR YEARS UNDERW OOD ELLIOTT FISHER HAS 
CARRIED IN  ITS LITERATURE THE STATEMENT:
Ask Your Accountant
h o w  o u r  m a c h i n e s  w i l l  h e l p  y o u "
Thus we invite the cooperation 
o f members o f the accounting 
profession in connection with 
the effective application and in­
stallation o f Accounting Ma­
chines.
U nderw ood  E llio tt  Fisher 
maintains a Library o f Machine 
Accounting Applications which
is available to  you upon request. 
Please feel free to call upon us, 
w ithout obligation o f course, if 
we can be o f  assistance to you.
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sizes—th a t the accountant can select exactly the right machines 
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machines also provide the latest developments in speed, simplic­
ity and ease of operation.
In carrying out their ideas, accountants find it advantageous to 
familiarize themselves with the remarkable results obtained 
from Burroughs machines.
Business men in all lines appreciate being informed as to what 
these machines can do and as to the economies they represent.
The local Burroughs office will be glad to co-operate with you . . .  
to show you any Burroughs machine and to dem onstrate its 
application to any type of accounting work.
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Detroit, Michigan
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T I F I E D  P U B L IC  A C C O U N T A N T
B u r r o u g h s
B u r r o u g h s
20 Cents
C E R T I F I E D  P U B L I C
A C C O U N T A N T
Official Organ o f The American Society o f Certified Public Accountants
The Accountants Publishing Co.
I n  T h i s  I s s u e
PA G E
The American Society of Certified Public Accountants. . . . . . .  129
Accounting Standards—W illia m  C. H e a t o n   .  . . . . . . . .  131
The Insull Case........... ................... ....... ... . . ................. 132
Current Business Conditions—D. W . Sprin ger . . . . . . . . . . . .  133
Certain Historic Accounting Facts and Trends
— D a l t o n  J .  P il c h e r  1 3 4
Vital Need of Private Examination of Banks 
G eo rg e  V . M c L a u g h l in  14 2
Taxation—-American Management Association Report__. . . . .  143
The Concept of Value for Use—W a l t e r  W . P o l l o c k .  . . . . .  147
Interpretations of Rules for Listing and Issuance of Securities
— J a m e s  M . L a n d is  1 5 0
Discussion on Technical Problems—American Society Meeting 154
"Securities” and the Federal Securities Acts—H a r r y  L a n d s m a n  165
Questions and Answers Department—W . T . S u n l e y .  . . . .  171
State Board Ne ws . . . . .  . . .......................... .........................  178
C.P.A. Examination Questions, Economics and Public Finance, 
November, 1934 . . . . . . . . . . . . . . . . . . . . . . .   . . . . . . . .  181
Talking Shop—Lewis G luick. ...................................... . . .  183
Wee Bits on Accountancy-— L o u i s  S. G o l d b e r g  . . . . . . . . . .  187
State Society N e w s . ..................................... ....................... ..... . 188
Announcements . . . . .  ........................... ......... ...... ................... 189
Notes _ ......  ....................................... .. 190
Book Reviews .......... .................. .......................... 191
March, 1935
H o w  t h i s  t r a i n i n g  
m e e t s  t h e  n e e d s  o f  t h e  i n d i v i d u a l
ONE of the interesting features of the course in Accounting offered 
by the International Accountants Society, Inc., is its wide range of 
selectivity, which affords the student specialized instruction.
The chart shows how the student can select more than one-half his 
lessons to cover subjects pertaining to work in which he is most in­
terested.
This elective feature enables the student to progress directly to a 
specific goal. After attaining his goal, he can broaden his knowledge 
by proceeding with the study of the remaining subjects.
Upon request, we will gladly mail our booklet, "H ow  to L earn  
Accounting,"  to anyone who is interested in obtaining full inform a­
tion regarding I.A  S .  training. A ddress the International A ccount­
ants Society, Inc., 3411 South Michigan A venue, Chicago, Illinois.
I n t e r n a t i o n a l  
A c c o u n t a n t s  S o c i e t y ,  I n c .
a Division of the
A LEXA N D ER HAMILTON IN STITU TE
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EX E C U T IV E  COM M ITTEE 
W i l l i a m  C. H e a t o n  G e o r g e  P. E l l i s
W i l l i a m  D. M o r r is o n  7 S o . Dearborn St., Chicago, Ill.
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CONSTITUTION 
A r t i c l e  II
The objects of this Society shall be (a) to pro­
tect and foster the certificate of Certified Public 
Accountant as granted by the States, other politi­
cal subdivisions, and the possessions of the United 
States of America, all of which hereinafter shall 
be denominated as States; (b) to assist Govern­
ment authorities in regulating the public prac­
tice of accounting to the end that it may become 
a legalized profession; (c) to improve the stand­
ards of the accounting profession; and (d) to 
encourage and promote affiliation with this Soci­
ety by organizations of certified public account­
ants in the several States, all of which hereinafter 
shall be denominated as State organizations.
The " K E Y S T O N E "  t o
  S U C C E S S
E x e c u t i v e  A c c o u n t a n c y  T r a i n i n g
Realizing, as you must, that accountancy is the very backbone of 
business, having to do with every phase and every transaction, it is 
easy to understand why the accountant is highly regarded and well
paid. His knowledge of the essential factors that control commercial activities is a "keystone" 
assuring his own permanency of position, and the solidity of the entire business structure. 
Today thousands of the most successful executives in America owe their enviable positions and 
splendid incomes to their training in Accountancy.
N ow  the Dem and Is G reater
From th e very beginn ing o f  m odern business there has 
been  a defin ite  and grow ing need  for accountancy-  
trained m en. W ith new Federal laws and new business 
m ethods prevailing th ey  will be in g rea ter  dem and than  
ever b efore . M any laws en acted  by th e recent C ongress  
created  new opp ortunities for th e trained accou ntan t. 
To qualify for one o f  th ese  worthwhile positions you  
must possess training unquestionable in its thorough­
ness. Such training is availab le to  you through W alton  
School o f  C om m erce C ourses. H ere is the
Proof Based on a R ecord
M ore than 1,300 o f  A m erica's C ertified  Public A c ­
countants, a number equal to  practically 10 per cen t  
o f  all th ose now practicing in this country, are W alton- 
trained. Twenty-two honor m edals have been  awarded  
W alton students in Illinois C .P .A . exam inations. For 
nine successive years W alton  men won high honors in 
A m erican Institute exam inations. O ver 250 leading  
co lle g ia te  schools o f  com m erce use W alton  texts and 
m ethods in their classroom s. Surely this is am ple proof 
o f th e thoroughness o f W alton  training.
D ay an d  Evening Classes 
an d  Home Study Instruction
W a l t o n  S c h o o l  
C o m m e r c e
Member National Home Study Council
Charles H. Langer, Ph.B., C.P.A.
P res id en t a n d  E duca tiona l D irec to r
515-525 McCormick Building 
CH ICA G O
You can m aster accou ntan cy right in your own hom e. 
Nearly 90  per cen t o f th e successfu l W alton  students  
have obta ined  their training in th at m anner. You may  
learn how th ey  did it through th e p a g es  o f  our inspira­
tional book, "The W alton  W ay  to  a Better Day."
Send for O u r  FREE Book
In it you will find many helpful suggestion s for your 
own b etterm ent and advan cem ent. It is rep lete  with th e  
experien ces o f  successfu l men and wom en who g ive  
W alton training th e cred it for their business triumphs. 
Send for it now. U se th e coupon below .
M A I L  T H I S  C O U P O N  N O W !
C h eck  th e  cou rses  in w hich you a re  in te re s te d . They 
m ay  b e  t a ken in co m b in a tio n  o r  sep a ra te ly .
□  CONSTRUCTIVE A C C O U N T IN G  
□  ADVANCED A C C O U N T IN G  A N D  AUDITING  
□  C O ST  A C C O U N T IN G  
□  BUSINESS LAW  
□  FEDERAL INC O M E TAX A C C O U N T IN G
□  MATHEMATICS O F A C C O U N T IN G
A N D  FINANCE  
□  C .P .A . C O A C H IN G
□  MERGERS A N D  C O N SO L ID A T IO N S
□ H om e Study Instruction  □  R esident Day C lasses  □  R esident Evening C lasses
WALTON SCH O OL of COMMERCE
515-525 M cCorm ick Bldg., C h icago
Please sen d  m e, w ith o u t o b lig a tio n , c o m p le te  
d e sc rip tio n s  o f cou rses  ch eck ed  ab o v e , a lso c o p y  
o f  you r book, "T he W alto n  W ay  to  a B ette r D ay."
N am e ...............................................................................................
A ddress .......... ................................................................................
C ity  and S tate  ...........................................................................
O c c u p a t io n ........................................................A g e ................
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A n  obstinate man does not hold opinions— they hold him.
— B u t l e r .
T h e  P r e s i d e n t ’s  P a g e  
Accounting Standards
By W i l l i a m  C. H ea t o n , C.P.A.
ACCOUNTING principles are few in number. The application of the 
principles to the interpretation of financial transactions encounters 
an endless number of variations. I t  is the nature of the work of Certified 
Public Accountants, in their effort to present adequate and illuminating 
reports, to distinguish between those facts, opinions, estimates and con­
ventional and other calculations which it is essential to disclose and those 
which need not find a place in statements, footnotes, comments and/or 
certificates.
During the comparatively few decades through which our profession 
has developed, much thought, many discussions, many arguments, some 
legislation and some judicial decisions, together with happy and unhappy 
experiences, have tended to establish certain standards of practice. Peri­
odicals, bulletins, pamphlets and books, which constitute now a substan­
tial volume of accounting literature, and organization and group dis­
cussions, have disclosed to those who are receptive, the substance of those 
standards. The standards, even those almost or quite universally ac­
cepted, are not codified; perhaps cannot be reduced to a code. Increas­
ingly important factors in the establishment of standards and the 
enforcement of basic requirements in practice, are the State and national 
societies, and particularly the State boards of examiners.
During the past two years, new guides and exactions have been estab­
lished which in effect are laws. I refer especially to the “Code of F air  
Competition for Investment Bankers’’ as approved on November 27, 1933 
(particularly to parts of Article IV ) and to Form  A-2 for Corporations 
and Form  10 with accompanying rules, as issued by the Securities E x ­
change Commission within recent weeks. I t  is true that these pronounce­
ments apply to special and limited fields. They deal, however, with ac­
counting problems and standards which are applicable to many cases not
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directly within the scope of governmental authority as now established. 
They are of interest and importance to practicing accountants when deal­
ing with large or small enterprises, whether or not their corporation 
clients are financing through investment bankers, whether or not their 
securities are listed on an exchange, and whether or not the capital stock 
or bonded indebtedness is widely or closely held.
In many cases, the standards thus established may not be require­
ments. They may, however, be used as bases for judgement, if practice 
should have but did not conform to them.
T h e  I n s u l l  C a s e
I  SU PPO SE that accountants will long continue to discuss the ac­
counting features of the Insull case. Perhaps the most important 
item, from a technical viewpoint, was the treatm ent accorded stock 
dividends. In amount, stock dividends constituted by far the greater 
part of the income of the Corporation Securities Company. Regardless 
of the attitude of governing bodies, most accountants today would not 
show stock dividends as income. This was not always so. One has 
merely to recall the very persuasive minority opinion of Mr. Justice  
Brandeis in Macomber v. Eisner to realize the cogency of the argument in 
favor of treating true stock dividends as the equivalent of cash dividends 
when the former have a ready market. It is feared th at much of the 
criticism against the accountants who certified to the income of Corpora­
tion Securities Company is founded on inadequate knowledge and in­
formation. In the report to stockholders which incorporated the financial 
statements certified to by the accountants the fact that stock dividends 
were included in income was clearly and expressly set forth. Moreover, 
the basis on which these dividends were included, to wit, a t market value 
as at the date of receipt, was clearly shown and stated. Now, regardless 
of whether or not one favors the inclusion of stock dividends, the fact 
remains that the clear and full disclosure adequately revealed the practice 
and, therefore, misled no one.
While, as has already been said, most accountants today would not, 
as a general rule, include stock dividends in income, it should also be 
borne in mind that the Securities A ct of 1933, in Schedule A (26) clearly 
implies the continued existence of the practice of including stock divi­
dends as a p art of income because of the following language which is 
herewith quoted from the sta tu te :
“***if stock dividends * * * have been credited to income, 
they shall be shown separately with a statement of the basis 
upon which the credit is computed.”
The Securities Exchange A ct of 1934 neither modifies nor amends
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the quoted language. I t  follows, therefore, that Congress, as late as June  
6, 1934, did not see fit to condemn the practice, although it dealt, in 
minute detail, with accounting principles and practices. The Com­
mission has likewise refrained from dealing with the practice. To write 
all this does not mean that the profession today favors the inclusion of 
stock dividends in income. Quite the contrary. Nevertheless, account­
ants, who a few years ago treated stock dividends as many responsible 
organizations had long treated them, and who set them forth separately 
in the income statement and clearly disclosed exactly on what basis they 
had been credited to income, should not, in 1935, be criticized for not 
having followed, some years ago, the changed standard of today.
C u r r e n t  B u s i n e s s  C o n d i t i o n s *
A s Viewed by an Accountant
Current business conditions throughout 
the country can best be characterized by 
a single word— uncertain. As one talks 
with accountants from different states and 
even from different cities within the same 
State he receives a varied picture of busi­
ness conditions. In general there are three 
points around which the discussion centers.
With the inauguration of the various 
New Deal policies the Federal Government 
undertook to invade every avenue of busi­
ness activity. In view of the then existent 
low mass psychology, beneficial effects 
were immediately noticeable. Some of the 
plans inaugurated were of the hothouse 
variety designed to obtain immediate re­
sults by their spectacular presentation, re­
gardless of any expected lasting qualities. 
Other plans had the backing of immature 
and inexperienced leaders, unacquainted 
with the essential part which the human 
element plays in the success of any enter­
prise. Some were organized like the pro­
*  A  paper presented b y  D . W . S p r in g e r a t a 
jo in t  luncheon  he ld  un de r th e  auspices o f  the  
D is tr ic t  o f  C o lum b ia  C re d it  M e n  and the  D . C. 
In s t itu te  o f  C e rt if ie d  P u b lic  A cco u n ta n ts  a t the  
R a le ig h  H o te l on F e b ru a ry  14, 1935. B race  B en­
n it t  o f  N e w  Y o rk ,  S e c re ta ry  o f  the  L e g is la tiv e  
C om m ittee  o f  the  N a t io n a l A sso c ia tio n  o f  C re d it 
M e n ; F ra n c is  G. A d d iso n , P as t P re s id e n t o f  the  
D is tr ic t  B a n ke rs ’ A sso c ia tio n , and L in d le y  S. 
C ro w d e r o f  S t. L o u is , G enera l M a n a g e r and  
T re a s u re r o f  the  N a tio n a l R e ta il C re d it  A sso c ia ­
tion , and the  S ec re ta ry  o f  T h e  A m e r ic a n  S ocie ty, 
a ll spoke to  th e  genera l sub je c t “ C u rre n t B u s i­
ness C o n d itions .”
verbial house built on sand and developed 
rapidly under a mushroom growth, while 
others were intended for a long pull. For­
tunately for the country there appeared as 
its leader the best salesman who ever sat 
in the White House.
Present-day reports are in some cases 
brighter than they have been for several 
years. In others there is an expressed 
opinion that a reaction has set in from the 
advance that was made when the various 
recently established Federal agencies were 
organized. Some are of the opinion that 
there is a continuing upward trend, slightly 
noticeable in some sections, more notice­
able in others. Seemingly where govern­
mental assistance was distributed to the 
largest extent, with a greatly stimulated 
immediate result, private enterprise did not 
develop with the same stability that it did 
where the governmental activities were less 
pronounced but apparently present. In­
versely therefore, to the first year develop­
ments, satisfactory business conditions are 
seemingly moving ahead or lagging behind.
A second important matter having its 
effect on present-day conditions is the fact 
that not only is Congress in session but 
eighty-five per cent of the State Legisla­
tures as well. A general feeling of un­
certainty is always overemphasized during 
the first six-month period of every odd 
year. Governmental expenditures have in­
creased by leaps and bounds. It is esti- 
( Continued on page 179)
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Certain Historic Accounting 
Facts and Trends
by D a l t o n  J. P i l c h e r , Ph.D., Department of Economics, University of Maryland
voice of history is silent regard­
ing the origin of bookkeeping. No 
one man and no one nation has the historic 
honor of being the author or inventor of 
this science, a science which governs the 
thrones of commercial empires and guides 
the financial affairs of the world.”1 The 
history of accounting is comparable to the 
history of civilization. Like civilization 
accounting is the product of a gradual evo­
lution. One may turn  back and trace the 
winding path of its history through (1) 
the primitive methods of keeping evidence,
(2) the recording practices of dominant 
ancient commercial powers, (3) the devel­
opments of the Middle Ages, (4) the im­
proving methods of the British Isles and
(5) the branching path of American ac­
counting technique beginning with the 
work of William Mitchell in 1796. Along 
the historic accounting path one may notice 
the influence of reckoning methods, im­
provements in writing materials and the 
invention of printing.
A fundamental purpose of bookkeeping 
is to keep records. The early methods of 
keeping records are conveniently divided 
into two p a rts : (1) the primitive practices 
and (2) present usage. 
Primitive practices are suggested by the 
experience of Sir Francis Galton in Africa, 
the constructive use of the abacus, the 
South American quipu and the English 
tally-stick.
The experience of Sir Francis Galton 
among the African Bushmen is the com­
monplace incident used to show how the 
primitive mind counted mentally. The 
Bushmen agreed very quickly to exchange 
two plugs of tobacco for one mutton, but 
these same Bushmen expressed confusion
when they were offered four plugs of to­
bacco for two animals. In  a similar group 
in Brazil the same mental trait existed. It 
was observed that specific reckoning ended 
with the two, the number of the joints of 
the fingers being the unit of measurement. 
Among these groups the word “many” 
was used for a quantity greater than two. 
The primitive method of reckoning was 
extended from the finger-joints to the five 
units of the hand, and, also of the foot. 
It is claimed that the Roman numeral five 
represents the hand and that the Roman 
numeral ten consists of two V ’s, one super­
imposed on the other.
The abacus is the first device used for 
reckoning. In the earliest stage the abacus 
was merely a mental concept. The O ri­
ental, wishing to calculate, would trace a 
lateral oblong design in the sand, with a 
dividing or computation line, extending 
from either side, two-thirds of the width, 
and lastly, a number of troughs, made with 
the finger, drawn parallel to the sides. The 
ever changing differences caused by adding 
numbers were recorded by moving pebbles 
from one vertical trough to another; these 
pebbles at a later time were called counters. 
The general principle of the abacus is that 
the vertical trough represents multiples of 
ten, the upper division to represent five 
units and the lower to represent with the 
proper number of pebbles, a lesser num­
ber.1 The abacus is not an extinct compu­
tating device; it is seen often in American- 
Chinese laundries.
The quipu and the tally-stick demand 
less detailed explanation. The Aztecs in 
their enlightened Peruvian civilization of 
the 13th century recorded events and es­
1 Soule, George, N e w  Science and Practice of 
Accounts.
1 The English Exchequer table resembling a 
checker board, was an adaptation of the abacus 
to the English pounds, shillings and pence.
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pecially accounts by means of quipu. This 
instrument consisted of twisted cords made 
of numerous colors; all of the cords being 
held fast by a huge knot, or Turk’s head. 
The separate strands were of different col­
ors and knotted to indicate a number. For 
example, a red string with two knots 
would indicate two units of gold, and two 
knots on the black string indicated two 
cattle. By this method records were kept 
of tribunal indebtedness. The tally-stick 
was prominent in early English history. 
This consisted of a stick, sometimes a 
branch of a tree, notched horizontally and 
later cut lengthwise in two pieces in such 
a manner that each half would give evi­
dence of a material part of the notches 
made. The tally-stick was used as a means 
of proving that a portion of the tax assess­
ment had been delivered to the sheriff. 
After partial delivery to the sheriff had 
been made, a stick was notched, cut in two 
parts; one part given to the officer and the 
other part retained by the sheriff, for his 
records. When the payment was to be 
proved, the two halves were placed to­
gether and the original notches re-estab­
lished. When the debt was finally dis­
charged the sticks were either destroyed 
or placed in some public building.
The second phase of early methods of 
keeping records deals with the present use 
of numbers. The foundation of the pres­
ent method of denoting quantity is by the 
Roman Indo-Bactrian systems. The sys­
tem used by the Romans is generally 
known, and is used occasionally today in 
dates and outlines. The origin and expla­
nation of the daily used Arabic numerals 
are slightly controversial. Two sources 
are offered: the first is that the figures 
were initially used by the Arabs and the 
Phoenicians about the ninth century. The 
second reported source of their origin is 
in a tribe of Northern India who, about 
150 A.D., composed a system of symbols 
ranging from one to zero, the initial letter 
of each written word of the Indo-Bactrian 
language being selected to represent the 
symbol. The Hindoos learned from this 
Indian tribe and later taught the system to 
the Arabs. Regardless of its source, it can 
be said that this system commonly known 
as the Arabic system was introduced by 
the Moors into Spain during the 11th cen­
tury, by Pope Sylvester II  in France 
about the 10th century; in Italy about the 
13th century, and finally the Arabic system 
supplanted the last vestige of the Roman 
numerals in England during the 15th cen­
tury. Today, the Arabic system is used 
everywhere except in China, Japan and 
India.
A general observation of the above para­
graphs suggests that these early peoples 
were chiefly concerned with pebble-keep­
ing, indebtedness-keeping and the practice 
to preserve carefully these records had 
failed to attain any degree of economic 
significance. The practice of preserving 
these records, however, did become of in­
creased importance with ( 1) the improve­
ment in writing materials, and (2 ) the in­
vention of printing. Sections of the path 
of accounting history influenced by types 
of writing materials1 are represented by 
practices of ( 1) dominant ancient powers,
(2) churchmen of the Middle Ages and
(3) the merchant of the Italian City Re­
publics.
The important commercial powers of 
antiquity are (1) the groups of the Tigris- 
Euphrates Valley dynasty controlled at 
different periods and chronologically by 
the Chaldeans, Assyrians, and Babyloni­
ans, and (2) the Egyptian, the Greek and 
Roman Empires.
The city of Ninevah (called the city of 
Babylonia under Babylonian control) was 
the leading commercial emporium during 
the period 2250 B.C. to 1700 B.C. The 
earlier date is significant because it marks 
the reign of Hammurabi. According to 
the excavated code of this ruler, the acts 
of Man were governed by a series of 
codes, including price-fixing rates, con­
tracts and leases. The accountant of this 
period was the scribe who, writing on clay 
tablets with a sharp-pointed stylus, com­
piled all of the material facts of a business 
transaction and legalized the affairs of the 
parties involved by affixing his signature.
1 In  the an cien t periods th e  stylu s and th e  clay  
tablets h ad  been sup erced ed  in the late  E g y p tia n  
civilization  by th e  ca lm u s and th e pap yrus. In  
la te r  cen tu ries hides o f  anim als received  the  
le tte rs  and figu res m ade w ith  dyes.
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The Egyptian officials, in the absence of 
an established currency, were interested 
in record keeping of commodities. These 
records were kept by description and seg­
regation of commodities and demanded in 
some degree a form of government. The 
goods were deposited in storehouses. 
Hence we read of the “White Storehouse” 
where the jewelry was kept, the “Store­
house of the Oxen,” and “The Golden 
Storehouse.” The Egyptian table of fiscal 
organization consisted of first, the Lord 
High Treasurer who, at the King’s com­
mand handed out sacrifices to the gods and 
paid the royal salaries in bread and meat. 
Next in importance was the Treasurer of 
the God who was to superintend the trans­
port of precious metals. Most significant 
was the superintendents of the Granaries 
who collected the corn tax which in a 
country like Egypt, formed a considerable 
portion of the royal revenues. Each year 
the superintendent of Granaries presented 
an account of the harvest to the sovereign, 
and if he was able to show that they had 
been good he was honored by the ruler. 
The accountants of this period are called 
scribes. The profession of the scribe was 
one of great dignity and importance; the 
highest offices of the land were open to 
him, and the temples and the government 
offices were maintained for his training. 
The scribes were assisted by criers, strong 
of voice, “who watched the incomings and 
outgoings, calling out to the scribes, who 
at once noted them down.”1
The Greeks, noted for their unrivalled 
development of the fine arts, needed ac­
counting for recording State expenditures 
and revenues. The money wealth—it is 
to be recalled that Classical money was in­
vented about 630 B.C.—-was lodged in the 
temple of the State, while the Parthenon 
was the Treasury of Sacred valuables. 
Commercial companies and partnership 
existed as early as 400 B.C. and though in­
terest on loans was important as well as 
accounts to which the law demanded pub­
licity be given, accounting had not ad­
vanced to a stage discovered many cen­
1 E rm a n , L ife  in A ncient E gypt. I t  is in ter­
estin g to  n o te  th a t th e H eb rew  S o p h er  w hich  
is usu ally  tran sla ted  by scribe  conies fro m  the  
ro o t m eanin g to  co u n t o r  to  reck on.
turies later.
General impressions of early Roman 
record-keeping are found in the methods 
of keeping household accounts and the or­
ganization of the Roman bureaucratic gov­
ernment. The early Roman family spent 
much time in parcelling portions of the 
wages of the breadwinners in a fashion to 
acquire substantial returns for money 
spent for various necessaries and semi­
luxuries of life. In the thoroughly organ­
ized Empire, the records of governors of 
the provinces were supervised by the 
Quaestors. The Quaestors were financial 
Roman magistrates of the fifth century, 
and their duties were to examine the ac­
counts of the provinces, discharge the gen­
eral duties of an accountant and keep the 
keys to the public treasury. The impor­
tance of keeping public records has been 
ably recommended by Pliny and Cicero. 
Notwithstanding the fact that Romans, 
like Greeks, engaged in a comparatively 
liberal commerce with other countries, the 
history of the Roman record-keeping deals 
principally with fiscal matters.
During a general survey of the Middle 
Ages attention is arrested on ( 1) the influ­
ence of the Roman Catholic Church, (2) 
developments in England and (3) develop­
ments in Italy. The strongest thread of 
recorded history between the ancient and 
modern periods is the Roman Church. 
During this period, often referred to as the 
Dark Ages, history in general is at a stand­
still. Domestic and commercial life was 
dominated by monks, guided by two prin­
ciples : The first principle was that war 
was to be waged upon everything lacking 
in spiritual values and which might inter­
fere with the attainment of a future happi­
ness, and as accounting might be con­
cerned with the materialistic aspect of life 
—the subject would have received little 
sympathy and encouragement.1 The sec­
ond guiding principle was that internal 
records were to be kept with the highest 
degree of accuracy. Under Gregory I, 
during the 6th century, the Papal treasury, 
called the Camara, opened many branches 
and paymasters were appointed. The Rolls
1 Y o u n g , Jo h n  P ., “ A c c o u n tin g  in  A n t iq u ity , ”  
J o u rn a l o f  A cco u n ta n cy , N . Y ., N o ve m b e r, 
1911, p. 525.
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of the Obendientiaries afford a good in­
sight into the organizations of the monas­
teries during the reign of Edward I, and 
the treasury report of the Bishopric of 
Winchester enlightens us about the condi­
tions of the early organizations of this 
famous See.1 At a later time the Church 
took aggressive part in the developing of 
accounting principles.2
Records were to form the foundation of 
the new England after the arrival and per­
formance of William the Conqueror at the 
battle of Hastings in 1066. This Norman 
warrior took title to all land in the name 
of the crown, and caused a survey to be 
taken of all crown property and a record 
made of all tribute to the crown, or due to 
the crown. This record was completed in 
1086, and these facts and other data are 
compiled in the Doomsday book.3 In the 
next development fiscal data were recorded 
on the Pipe-Roll—a practice instituted by 
Henry I in. 1130, and obtained its name 
from the fact that the reports were in­
cluded on a number of sections of sheep­
skins and rolled into a tublar pipe. In the 
13th century the dominant English eco­
nomic life is reported in the records of the 
bailiffs of the manor, and the commercial 
life is learned from the records of the En­
glish counters of the Hanseatic League.
In Italy, during the Middle Ages, the 
development is specific, concrete; Italy, as 
is known, shall become the cradle of ac­
counting. In 831 A.D. a deed executed be­
tween the Abbot of St. Ambrose and Se­
nior Donnolo was signed by an accountant. 
The laws of the 11th century required that 
scribes render an account of goods aboard 
a ship; in Milan the General Regulation 
of Taxable Land was guided by an ac­
countant, and during the 13th century it 
was incumbent upon magistrates to render 
account every month. In the next stage 
the recording of business formed the foun­
dation for modern accounting. In the 13th
1 W o o lfe , A . H ., A  S h o rt H istory  o f A ccount­
ants and A ccountancy, p. 28.
2 A n g elo  P ie tra , a  B ened ictin e m onk a t M on te  
C asinon n e a r  N aples, w ro te  Indiviszo degli eco­
nomi, in 1586. U n d e r  th e  abbot he had  ch arg e  
of the com m u nity .
3 S ee M aitland , F r e d e r ic  W illiam , D oom sday  
Book and B eyond.
century the books of a banking organiza­
tion in Florence give evidence that the de­
positors’ accounts were “debited” on page 
one and “credited” on another. The re­
ceipts and disbursements of Pope Nickolas
I I I ,1 in 1280, were in the nature of journal 
and cash transactions. The first record of 
a complete system of double entry, which 
was found in books of accounts at Genoa, 
are the books of Soranzo and Brothers, 
completed in 1406. These books attract 
special attention because in them are found 
ledgers and such accounts titles as “Profit 
and Loss” and “Capital.” By 1492, ledgers 
were closed and profit and loss calculated 
on an annual basis.2
The above experiences of certain Italian 
cities have become dominant in accounting 
history, for these reasons: ( 1) that the 
determination of profit and loss is the only 
method by which to segregate fiscal record 
keeping of the ancient civilizations from 
the application of accounting principles 
developed since the latter part of the 15th 
century, and (2) that the methods used 
involved a principle of mathematics known 
as double-entry bookkeeping. The above 
experiences are the foundation for the 
third general division of accounting facts 
and trends; that is, developments of ac­
counting because of the invention of the 
printing press.
Written principles of accounting were 
introduced by Lucas Pacioli, of the city 
of Sancti Sepulchri, in the province of Ar­
rezzo, Tuscany, who wrote “Suma de 
Arithmetica, Geometrica, Proportioni et 
Proportionalita”—A treatise on Arithme­
tic, Geometry and Proportion.3
1 G reen, W ilb u r  L .,  H istory and S u rv ey  of 
A ccounting, pp. 54-58 .
2 L i t t le to n ,  A . C. A ccoun ting  E v o lu tio n  to 
1900, p. 27. “ W h e n  c o m m e rc ia l p ro p r ie to rs h ip  
d re w  to  i ts e lf  and ad ap te d  to  its  o w n  re q u ire ­
m ents th e  acco u n t-ke e p in g  m e thods o f  b a n k in g  
agents and t ra d in g  fa c to rs , m o d e rn  do ub le  e n try  
b o o kke e p in g  em erged .”
3 T h e  w o rd  sum a has been tra n s la te d  on  sev­
e ra l occasions “ a l l  a b o u t.”  In  v ie w  o f  th e  fa c t  
th a t th is  t ra n s la t io n  im p u te s  ove rcon fid ence  (a  
see m ing ly  fa ls e  a t t r ib u te ) ,  the  p re fe r re d  tra n s la ­
t io n s  a re  “ A  C o m p e n d iu m ”  o r  “ A  T re a tis e  on
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This work has been given an exalted 
position in the field of accounting. It is 
the source book of the science; in the field 
of law it is comparable to Coke’s Commen­
taries, and in the field of economics it is 
comparable to Adam Smith’s Wealth o f  
Nations. There are two attractive aspects 
to this work: ( 1) the accounting mechan­
ism and (2 ) the peculiar sayings of 
Pacioli.
Pacioli, the writer of the first book in 
algebra, in presenting the arithmetic of 
the methods used at that time in Italy used 
three books of original entry. They are
(1) the Memorial, (2) the Journal, and
(3 ) the Ledger. But this position is quali­
fied with the statement that “it happens 
that many use the last two: the Journal 
and Ledger.” These books contained two 
kinds of accounts: (1) the Inventory ac­
counts, and (2) those accounts which com­
prised the Disposition. The Inventory con­
sisted of a list of the obligations owed and 
being owed by the person taking new busi­
ness risks. The Disposition dealt with the 
business aspect: “I will make it of two 
parts: one called the ‘Body,' or true ac­
count of all of your affairs; the other the 
‘body,’ or true account of your shop 
business.”
The peculiar sayings of Pacioli are di­
vided easily into two groups: the first con­
sists of saving addressed to the merchant, 
and the second group to the student. The 
merchant is advised that “three things are 
necessary to enter business” : ( 1) most im­
portant is cash, (2 ) it is necessary to be a 
good accountant and bookkeeper, and (3) 
“all of one’s affairs should be arranged in 
good order.” Much is demanded of the 
merchant; he is expected to be a highly 
trained professional person. Pacioli says 
“the proverb is right when it says that 
more points are required to make a good 
merchant than to make a good Doctor of 
Laws,” and that “the merchant may be 
likened to the cock, the most heeded of 
all animals, that watches by day and 
night,” or that “the merchant’s head must 
be like that of Argus with a hundred eyes.”1 
Pacioli, for many years a professor of 
mathematics, has in mind the student while
1 M u rra y , D avid , Chapters in H istory  o f  
B ookkeeping and A ccounting, p. 168.
writing his chapters on bookkeeping. His 
principal recommendations are ( 1) that 
the student should always be “defining dili­
gently and truthfully so that truth will al­
ways be guiding you,” (2) “every action 
is determined by the end in view,” (3) 
“who does nothing, makes no mistakes; 
who makes no mistakes learns nothing,”
(4) “it is necessary, my son, that you 
shake yourself; for one does not attain to 
fame in fine feathers and under quilts” 
and lastly “above all, first always keep 
God before your eyes and never miss hear­
ing Mass in the morning.”1
The general path of the history of rec­
ord keeping—after travelling hurriedly 
through commercial experiences of ancient 
powers and the ecclesiastical practices of 
the Middle Ages, reaches the Italian City 
Republics where it changes its highway 
sign, with able assistance of Pacioli, from 
record keeping to accounting, and con­
tinues on over its widened and colorful 
thoroughfare to Scotland and England.
The dominant Scottish authors2 of early 
accounting books are (1) Alexander Mal­
colm, (2) John Mair, and (3) a group 
who confined their efforts to instruction in 
bookkeeping to ladies. Malcolm, a teacher 
of mathematics at Aberdeen, stated in 
Merchants’ Accounts (1736) that many 
had favorably commended the Italian 
method, yet he had failed to meet a treatise 
which could be used for a “System of In­
struction to Learners.” Malcolm’s Plan 
consists of three parts: ( 1) he dealt with 
“fundamental general principles and rules” 
of the method, (2) the application of these 
rules, and (3) the method of closing and 
balancing accounts. John Mair, whose 
works influenced the last half of the 18th 
century and early 19th century, wrote in 
1768 that though his Bookkeeping Meth­
odized, published in 1737, had passed 
through many editions in Britain and Ire­
land, he justified a revision because “forms 
and fashion in accountantship, as well, in 
other things, are in a continuous flux and 
continuously changing. I resolved once
1 C rivelli, P ie tro , A n  O riginal Translation o f  
the Treatise on D ouble E ntry  B ookkeeping—  
Pacioli.
2 T h e  f i r s t  S co ttish  tre a tise  was w r it te n  by  
Stephen M a g g h ie  in  1715.
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more to turn my thoughts on this useful 
and important subject.”1 This statement 
is indicative of Mair’s distinguishable 
traits: he was thorough, he expanded the 
application of accounting and bookkeeping 
to new businesses, and above all, he was 
exceptionally clear and logical in his pre­
sentation of accompanying principles.2
Historic evidence points to Scotland as 
the nation giving earliest attention to the 
instruction of ladies in accounting. Charles 
Vyse, a teacher of arithmetic at Vauxhall, 
published in 1771, “The Lady’s Accomp­
tant and Test Accomplisher” and was fol­
lowed by William Lorrain’s treatise on 
bookkeeping which contained a course in 
single-entry bookkeeping for the “Use of 
Young Ladies.” In 1795, William Butler, 
a teacher of writing, accounts and geogra­
phy in Ladies School, wrote a treatise 
called Arithmetic Questions, which en­
joyed a great popularity for more than a 
half a century.3 The Ladies Diary was 
mathematical publication of good repute 
which flourished during the 18th century 
and carried articles of distinguished writ­
ers, including the celebrated English ac­
countant, Richard Dafforne.4
Because commercial supremacy directly 
influences extension of accounting forms 
and practices, the English during the 16th 
and 19th centuries excelled their neighbors 
to the north in developing the science. The 
outstanding writers of this period are 
Hugh Oldcastle, James Peele, Richard 
Dafforne, Stephen Monteage, Daniel De­
foe, Charles Snell and Jackson. Hugh 
Oldcastle, a schoolmaster in Mark Lane, 
London, in 1543, made the first English 
translation of Pacioli’s treatise. James
1 Jo h n  M air, B ookkeeping, or M erchant A c ­
counts, P r e f a c e  A .
2 T h e  A p p e n d ix  o f  th e  9 th  e d it io n  o f  B o o k­
keeping M odern iz ’d, pub lished  in  1817, g ives  
some acco un t o f  th e  H a m b u rg  C om pany, the  
R uss ian  Co., M e rch a n ts  o f  E lb in g  in  P o lis h  
P russ ia .
3 M u rray , D avid , Chapters in the H istory  o f  
B ookkeeping and A ccounting, 345 -47 .
* In  p re face s  o f  books w r i t te n  b y  A m e rica n s  
b e fo re  and a fte r  th e  m id d le  o f  th e  19th ce n tu ry  
m a ny  discourses and reasons a re  g iv e n  th a t  
y o u n g  lad ies sho u ld  pu rsue  th e  s tu d y  o f  ac­
co u n tin g .
Peele, immediately following Oldcastle, 
wrote in 1553 a work in which he stated 
that the accounting records consist of a 
Memorial or a Book of Rememberance, a 
Journal or Daily Book, and Quaterne, or 
Great Book of Accomptes. Richard Daf­
forne of Northampton is associated with 
“Merchant’s Mirror,” and “The Appren­
tices Time-Entertainer Accomptantly.” 
The first book contained the accounting 
equation in rhyme, and the second empha­
sized the dignified position then occupied 
by merchants, their manner of life, the 
scope of trade, and the manner of conduct­
ing business. Stephen Monteage, a mer­
chant of London, in his second book writ­
ten anonymously “by one that sex” in 1677 
entitled Advice to the W om en and Mai­
dens of London  suggested that instead of 
their usual pastimes and education it was 
far more necessary and profitable to apply 
themselves to the right understanding and 
practices of keeping books of accounts. 
Daniel Defoe, quickly recognized because 
of general literary ability, wrote in the 
field of accounting in 1725. The Complete 
English Tradesman, written in familiar 
letter form, deals lightly with bookkeeping, 
but emphasizes the manner by which a 
merchant should exercise good judgment 
in the management of his business.1 The 
English writer of the 18th century who 
holds a unique position is Charles Snell. 
In addition to his writings he received an 
appointment to investigate the records of 
Sawbridge and Company, a subsidiary of 
the South Sea Co., which under the direc­
tion of John Law in 1720 failed financially 
and drew thousands of stockholders into 
irretrievable ruin. This is the first re­
ported occasion of a public accountant in­
vestigating the records of a public organ­
ization.2 Jackson is the writer who when 
joined with Mair, forms the accounting 
bridge to America. His work, which he 
says is based on a series of student’s poorly 
edited note, of lectures of Dowling, a teach-
1 T h e  follo w in g  am u sin g jo u rn a l en try  ap p ears  
in D e fo e ’s b o o k : 1725, Ja n . 1 2 : W in e  given to  
the L a d ie s  Y e s te rd a y  w hen they w e re  f rig h t­
e n e d ; 0 0 ; 0 2 ; 00.
2 G reen, W ilb u r  L ., H istory  and Survey  o f  A c ­
counting, p. 52.
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er of Dublin, Ireland, strongly influenced 
the pioneer American writer, William 
Mitchell.
The path of accounting history, at this 
juncture, forms a fork. The path will fol­
low two directions. The first direction is 
a continuation of the developments men­
tioned in the above paragraphs and deals 
with the introduction and expansion of 
accounting principles in Europe and espe­
cially the developments of the Science in 
England and Scotland during the 19th and 
20th centuries. The second path or direc­
tion is to trace the way beaten by Amer­
ican writers. A selection is made in favor 
of the American writers, with the result 
that the excellent recent European devel­
opments shall hereafter be unmentioned.
The American periods may be divided 
into (1) the contribution of William 
Mitchell and (2) works of the period 
1800-1860, (3) works of the period 1860- 
1895, and (4) 1895-1915, and (5) recent 
developments in accounting organizations 
and publications.
William Mitchell, writing in 1796 in the 
preface of the first American treatise on 
bookkeeping, acknowledged the excellency 
of the systems of Dowling and Mair, but 
said that he is “convinced, however, from 
experience that those Systems are too dif­
fuse, elaborate and on the whole not well 
calculated for general and extensive busi­
ness.”1 This statement is of historic sig­
nificance because it marks a sudden ending 
of a long path of accounting evolution and 
the beginning of a second main highway 
with a new school of writers dealing with 
different problems and arriving at minor 
conclusions dissimilar from the conclusions 
of certain European developments. Mitch­
ell’s book is noted for ( 1) its simplicity of 
organization, (2) the absence of the jour­
nal2, (3) clear descriptions of accounting 
techniques, and (4) the three sets of books 
for a “retail or country store-keeper.”
The prominent writers in the field of 
bookkeeping, or accounting during the pe­
riod 1800-1860 are James Arlington Ben­
nett, Christopher Columbus Marsh, Ly­
man Preston and Thomas Jones. Bennett
1 M itch ell, W illiam , A  N ew  and Com plete S y s­
tem o f B ookkeeping, p. v.
2 T h e  B o o k s o f  origin al en try  a re  the M em o ­
rial and the L ed g er.
in his first book published in 1820, The  
Am erican System o f Practical Bookkeep­
ing, said that the objective of the book was 
to produce “a labor-saving device,” for as 
he claimed “when the journal (of Ben­
nett’s book) is compared with Jackson’s, 
Mair’s and others it will be found to con­
tain one-tenth, and in some cases not more 
than one-twentieth part as much writing 
to effect the same purpose.” Bennett indi­
cated the primitive stage of American in­
dustry when he wrote later that when his 
first book was published there were not 
ten firms in the United States using the 
double-entry system of bookkeeping.1 
Marsh emphasized in his many treatises 
on accounting ( 1) an infallible rule of deb­
its and credits, (2) an attractive method 
of proving trial balance2 and the extension 
of account titles to partnerships.2 The 
works of Preston were reliable and repre­
sentative of the writers of this early period 
by emphasizing the importance of the Ital­
ian method of determining debits and 
credits. Thomas did not subscribe fully to 
the Italian method. His departures are 
noticed in ( 1) a protest against the semi- 
sacredness of debits and credits and (2) 
the method by which the subject was ini­
tially presented to a student. In Paradoxes 
of Debit and Credit Demolished he wrote, 
“Debtor and Creditor are simply the 
chosen terms of the craft, and had the lat­
ter chosen the terms Bulls and Bears, we 
must have submitted to such despotic au­
thority without any idea of questioning the 
propriety of the nomenclature however ab­
surd it may at first sight appear3. Jones 
departed from the conventional approach 
of defining and explaining the accounting 
equation, and then giving a classification 
of accounts. He lay the foundation for 
many modern books by presenting the sub­
ject initially by use of the ledger.
The period 1860-1895, from the point 
of view of intellectual adventure, is the 
most productive period of American ac­
counting history. It is safe to say that
1 T h e  A m e r ic a n  S ystem  o f  P ra c t ic a l B o o k ­
kee p ing  E x e m p lif ie d  P ub . in  1862.
2M arsh , C . C ., S cien ce  o f  D ouble-Entry  B ook­
keeping by the Application o f an Infallible Rule 
fo r  Journalizing, published 1851.
3 P aradoxes o f  D ebit and Credit D em olished, 
1859, p. 4.
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100 persons expressed their thought about 
accounting in books ranging from two to 
hundreds of pages. Certain impressive 
writers of this period are Ira Mayhew, 
Geo. Soule, E. G. Folsom, A. G. Scholfield, 
John G. Pilsen. Two special features of 
this period are the development of chain 
colleges, and the publication of several 
books by university instructors. Mayhew, 
for nine years superintendent of public 
schools in Michigan and later owner of the 
Detroit Business School, wrote his book, 
A Practical System  of Single and Double 
Entry Bookkeeping, which was published 
in 1899. The works of Mayhew are clear 
and concise, and the treatise of 1851 was 
30 years ahead of its time: no later book 
of Mayhew’s improved upon it. George 
Soule, remembered as the distinguished 
Southern gentleman, excelled in develop­
ing the general objective of making a com­
mercial college as broad as present univer­
sity training by including in editions of 
N ew  Science and Practice of Account, 
arithmetic, general advice and knowledge 
and bookkeeping. The style of his book is 
suggested in his recommendation to a stu­
dent “Do your duty cheerfully, faithfully 
and well. Exercise your judgment and 
compound with all your effort. Think, 
think: act, act, act.” Folsom, a proprietor 
of a business college in Albany, and 
Scholfield, the proprietor of Scholfield’s 
Commercial College at Providence, Rhode 
Island, were interested in the philosophy 
of the subjejct. Folsom in his Logic of 
Accounts, divided all accounts into two 
classes: the first group consisting of com­
mercial values—similar to real accounts 
—and the second group consisting of 
ideal values, principally accounts on the 
equity side of the balance sheet. Schol­
field directed his efforts in another di­
rection. In his Essay on Debit and 
Credit he noted that the deepest social 
roots of accounting are ( 1) in the institu­
tion of private property, (2) in the moral 
obligation which comes into existence 
when the legal property is loaned, and (3) 
in the conventional practice of recording 
the exchange of possession of property. 
John G. Pilsen in his Complete R eform  
Bookkeeping shows the aggressiveness of 
writers like William Mitchell and men 
who wrote during the first half of the 19th
century. He complained that “on the 
whole the existing system of bookkeeping 
is a too slow and too clumsy working ma­
chine to suit the times. Nowadays, brevity, 
rapid execution and a quick exhibit of 
facts are predominant requirements.”1 
With a view to establishing this end he 
created a different classification of ac­
counts—resources and liabilities— ; recog­
nized the existence of the theory of debit 
and credit beyond the ledger (adjusting 
entries), instituted an accurate control of 
stock, showing always the goods on hand, 
and lastly, took from the journal and led­
ger certain obstructive features.2
During this period the celebrated Bry­
ant-Stratton chain of commercial colleges 
was founded. The parent institution was 
in New York City, with branches in Phil­
adelphia, Boston, Toledo, Chicago, and 
other cities. The routine work was con­
ducted by local teachers; special lecturers 
from New York appeared at each city at 
stated intervals to enrich and give direction 
to the work of the local instructors. Many 
small chains started during this period; 
some of them are the Nelson system of 
Cincinnati, Moore’s Southern Business 
University of Atlanta, Draughton’s Sys­
tem of Nashville, Tenn.
Two early collegiate textbooks in ac­
counting were written by Charles Gilpin, 
Jr., and E. D. Harris. Gilpin was an in­
structor in the Wharton School of Finance 
of the University of Pennsylvania and 
wrote in 1886 Theory of Double-Entry  
Bookkeeping. Harris was a member of 
Cotner University, Lincoln, Nebraska, and 
wrote a book entitled Seven Lessons in 
Elem ents of Bookkeeping.”
The period from 1895 to 1915 may be 
considered the transitional space between 
the former period which is very active 
from the point of view of philosophic in­
vestigations and practical applications of 
accounting principles and the beginning of 
a period termed modern accounting.
The period following 1915 reflects the 
drastic demands of the rapid increase in
1 P ilsen , Jo h n  G., Complete R e fo rm  of B ook­
keeping, 1877 P r e f a c e .
2 Ibid.
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the size and functions of business units as 
expressed in the need for improved sys­
tems of accounts, intricate recording de­
vices and detailed financial reports. These 
new demands of the accountant caused a 
new interpretation to be placed upon his 
work; he no longer was a routine “book­
keeper.” The aggressive members of his 
class met the new situation and as rewards 
were called accountants, and were given 
substantial increases in wages.1
Modern accounting included within its 
many developments ( 1) the organization, 
and (2) publication of accounting mag­
azines. The field of accountancy has been 
organized in two directions: first, by the 
government, and, second, by its aggressive 
members. The importance to the public 
of accurate financial data was legally rec­
ognized in 1896 when the State of New 
York demanded that its public accountants 
be certified through successful examina­
tions given by the State Board. Within the 
short period of 27 years statutes were 
passed in the 48 states, the District of 
Columbia, Alaska and the Philippine Is­
lands. The development of internal inter­
est in accountancy may be definitely traced 
to a culminating point in 1916-1921. The
1A  no ticeab le  change in  in s tru c t io n  in  a cco un t­
in g  d u r in g  th is  p e r io d  is th a t m a n y  a u th o rs  in ­
c lin e d  to  use th e  w o rd s  “ increase”  and “ decrease”  
as synonym s o f  d e b it and c re d it.
associations formed are (1) The American 
Institute of Accountants, formed in 1916, 
(originally known as the American Asso­
ciation of Public Accountants, 1887) ; 
its publication is “The Journal of Ac­
countancy” ; (2) The American Society of 
Certified Public Accountants, formed in 
1921; its journal is “ T h e  C e r t i f i e d  P u b ­
l i c  A c c o u n t a n t ” ; (3) The National As­
sociation of University Instructors in Ac­
counting, formed in 1916; its publication 
is the “Accounting Review.”
The foregoing paragraphs dealing with 
certain historical accounting facts and 
trends suggest ( 1) record-keeping has 
been influenced by devices for counting, 
improvements in writing materials and the 
invention of the printing press, (2) that 
the line of demarcation of record-keeping 
and accounting may be established during 
the year 1494 when principles of account­
ing were printed and a recognition given 
to the fact that the guiding motive of ac­
counting was to learn of a profit or a loss,
(3) that the science, strongly influenced 
by the rapid growth of industry and com­
merce has developed in the philosophic 
field and in the expansion of account titles, 
office forms and types of financial state­
ments, and (4) by way of implication it 
is to be gathered that the history of ac­
counting bespeaks of the good moral char­
acter of those persons who have repre­
sented the profession.
V i t a l  N e e d  o f  P r i v a t e  E x a m i n a t i o n  
o f  B a n k s *
by G e o r g e  V. M cL a u g h l i n ,  C.P.A., New York City
AT the December 17, 1934, meeting of 
the New York State Society of Cer­
tified Public Accountants, I stressed the 
vital need for private examinations of 
banks by independent accountants. This 
is an important subject and one that calls 
for the focusing of attention on certain 
outstanding points, the significance of 
which should be examined carefully. In 
the subjoined outline, I have attempted to
*  R ep o rted  in Ja n u a ry , 1935, issue of T h e N ew
Y ork  Certified Public Accountant.
set forth what seem to me to be the car­
dinal points of this subject.
I. Recent Increase in N um ber o f Bank 
Examinations
(a) Due largely to requirements of 
public authorities—FDIC and 
RFC now have right to examine.
(b) Many banks now examined six 
times a year.
II. Private Examinations, Nevertheless, 
M ore Important Than E v er B efore
(a) Bank directors now take their
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responsibilities more seriously. 
Their need for information, 
therefore, is greater.
1. During prosperous times, 
banks seem to run themselves; 
directorships then are often 
considered mostly honorary.
2. Recent events and laws have 
changed the attitude of direc­
tors to one of great caution.
(b) Physical impossibility of direc­
tors of large institution to make 
examination themselves.
1. Directors have neither time 
nor technical training neces­
sary to do it.
2. Impossible for directors to di­
gest mass of new law and reg­
ulations governing banking be­
cause they are usually engaged 
in some other business.
( c )  It is a mistake for directors of 
small institutions to attempt to 
make their own examinations.
1. Independent viewpoint needed.
2. Technical knowledge of ac­
countant needed, no matter 
how small the bank may be.
III. Private Examinations Should Cover
All Activities o f the Bank
(a) Trust department, when there is 
one, should be examined in order 
that directors’ information may 
be complete.
IV. While Directors are Entitled to All
Possible Information, General Public
is Not
(a) Business of banks is by nature 
personal and confidential, as con­
trasted with impersonal nature of 
business done by industrial and 
public utility companies.
(b) Publication of contents of a re­
port covering the examination of 
a bank is likely to embarrass cus­
tomers.
V. Condensed Statement o f  Condition
Intelligible to Layman is Ideal
(a) Canadian bank statements longer 
than ours, but furnish no more 
information, and are less under­
standable.
(b) Too much detailed information 
in bank statements may encourage 
“window dressing.”
VI. Few er and M ore Thorough Bank E x ­
aminations Should B e O ur Goal
(a) Coordination of examinations to 
eliminate duplication and waste 
motion should be brought about.
(b) Too many examinations lead to 
competition in stringency between 
examiners—each group is afraid 
they will overlook something 
which the next group will criti­
cize.
(c) The time for stringent examina­
tions is during prosperity, when 
most of the mistakes are made— 
not during depression.
(d) To make an ideal examination, 
the examiner should not permit 
his judgment to be swayed by 
public sentiment or prevailing 
psychology.
T a x a t i o n *
T AXATION is the most vital question affecting business of all forms today.
Before any business can decide upon 
expansion, it must give consideration to 
the amount which government will prob­
ably require in order that its program may 
be maintained. Uncertainties concerning 
tax rates, tax administration and taxing 
methods will inevitably result in curtail­
ment of business expansion and conse­
quent unemployment. An essential for re­
covery, therefore, is that taxation should 
become stable and rates become fixed so 
that industrialists in the exercise of their 
judgment can decide upon plans for the 
next year; and be free from the anxiety 
that follows when budgets are not bal­
anced.
Taxes are imposed to meet the cost of 
government, and the amount of taxation 
must of necessity depend upon the pro­
gram of government. When government 
enlarges its program, taxes are increased. 
In our country there are three branches 
of government,— Federal, State and local
*  R e p o r t b y  S pec ia l C o m m itte e  on  T a x a t io n ,  
A m e r ic a n  M a n a g e m e n t A s s o c ia tio n , g ive n  a t th e  
A . M . A . T a x  C on fe rence— L id o  C lu b , L o n g  
Is la n d .
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—and in order to determine the total tax 
burden, the demands of each of these 
branches must be considered.
It is estimated that the total cost of 
government in the United States for 1934 
will be as follows:
Federal $7,000,000,000
State 2,000,000.000
Local 8,000,000,000
Total $17,000,000,000
The total income of the Nation in 1933 
was about $40,000,000,000, and it will 
probably be less than $45,000,000,000 for 
1934. The cost of government for the 
current year, therefore, is about 42 per 
cent of the entire income of last year for 
all of our people. It is estimated that tax 
collections will approximate $ 10,000,000,­
000, thus leaving us with $7,000,000,000 
as an addition to public debt. The total 
public debt, Federal, State and local, in 
1929 was $30,000,000,000 and is now esti­
mated at $45,000,000,000. It must be re­
membered that each billion of debt re­
quires an average of $60,000,000 per year 
of new revenue for the debt service. This 
situation is serious and has resulted in a 
pressure for revenue which is multiplying 
tax laws and increasing tremendously tax 
burdens.
It has been stated that in the year 1933, 
there were more than 1,000 new laws in 
the United States imposing new taxes and 
increasing revenue. It must be remem­
bered that the American people maintain 
not only a national government, but also 
forty-eight State governments, 3,062 coun­
ties, 16,659 cities, towns, villages and 
boroughs, 19,769 townships, 128,548 
school districts, and 14,752 other civil divi­
sions—a total of 182,839 political units,— 
all of which are supported by taxation.
As American citizens, we recognize that 
government must be supported, and as pa­
triotic Americans, we are desirous that 
government should receive adequate reve­
nue for the performance of its functions. 
But we direct attention to the fact that 
under the present pressure for revenue, 
governments are multiplying taxes and in­
creasing their pressure to a degree that 
it is not only seriously impeding the nor­
mal success of business, but the recovery
of the Nation. It is not so much the 
amount of taxes against which we com­
plain, as it is the high overhead costs that 
are concomitant with State taxing systems 
and the resulting lack of uniformity that 
exists—tax-liability must be more easily 
determined.
As early as 1930, the National Tax As­
sociation directed attention to the multi­
plication of reports and taxes which were 
required from corporations engaged in in­
terstate business, directing attention to 
four specific illustrations as follows:
“A” corporation is engaged in business 
in thirty-five states. It pays a total of 198 
taxes, or an average of six per State, in 
thirty-three different forms, running from 
one tax to thirteen taxes per State.
“B ” corporation is engaged in business 
in twenty-seven states and is obliged to 
prepare and file sixty different reports, 
each with peculiar characteristics, the 
number being required by the various 
states running from one report to five per 
year.
“C” corporation is engaged in business 
in thirty-six jurisdictions and finds itself 
subject to 108 taxes of eighteen varieties, 
the least popular being imposed by one 
State, and the most popular by twenty- 
four states.
“D” corporation, which is a manufac­
turing corporation, has twelve plants in 
the United States and Canada, and finds 
that its 1928 taxes varied from 0.47 to 
2.84 at each plant in the ratio of the 
amount of taxes to the book value of tax­
able property and from 0.45 to 2.13 in 
the ratio of total taxes to the output of 
each plant.
This situation has been multiplied many 
times in the constant increase of corporate 
income taxes, corporate franchise taxes, 
corporate excise taxes, capital stock taxes, 
and various types of sales taxes. We di­
rect attention to specific illustrations of the 
hardships upon the taxpayer through mul­
tiplication of taxing methods as follows:
(a) Last spring it was stated upon the 
floor of Congress on high authority that 
the cost of preparing income tax returns 
(Federal only) for corporations and indi­
viduals had exceeded $400,000,000 in one 
year. This is not money that is paid to
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the government as taxes but it is the extra 
burden upon the taxpayer caused by the 
complicated taxing methods which exist in 
this country.
(b) One State receives over 24,000 cor­
poration returns, and yet the total corpor­
ation income tax and excise tax is only 
$1,348,000, or an average of $56.00 per 
corporation. From our experience with 
business we assert that the cost of pre­
paring these returns to this State govern­
ment is many times greater to the tax­
payers than the income to the State.
(c) Another State receives 93,000 cor­
poration returns yielding a total tax of 
$16,250,000. This is slightly less than 
$175.00 per taxpayer, which again is much 
less than the amount of cost in preparing 
the returns.
(d) Another corporation, with a com­
paratively small business, reports that it 
must prepare and file 400 annual returns 
in order to comply with the laws of the 
United States and the various states in 
which it is engaged, thereby leading to an 
unnecessary increase in overhead.
But this is the taxpayer’s cost. In addi­
tion, there is the added cost of government 
in the maintenance of duplicating tax-col­
lecting departments. I f  each of the 182,839 
political units of the United States im­
poses a tax, it should never be forgotten 
that each of these units will also establish 
a tax-collecting department, thereby add­
ing tremendously to the cost of govern­
ment. Nor is this cost always disclosed in 
governmental reports. It frequently hap­
pens that the costs of collecting taxes are 
paid by the department collecting direct 
and only the balance remitted to the pub­
lic treasury.
We feel that this committee has a right 
to express the conclusions of business, and 
as citizens, we also claim the right to direct 
attention to the wrong ways in which gov­
ernment is trying to collect revenue and to 
suggest right ways. There are certain 
taxes which can be collected more effec­
tively and economically by the local gov­
ernment than by the Federal government, 
such as, taxes on business including corpo­
rate income, corporate profits, corporate 
excise taxes, and sales taxes. If  these taxes 
are collected by the Federal government, it 
is dealing with the producing corporations
most of which have developed accurate ac­
counting systems. If  these taxes, particu­
larly sales taxes, are collected by the states, 
the states must deal with the retailers who 
in many cases have not developed systems 
of accounting, and are not able to stand 
the expense of proper accounting, nor is 
it practical for State governments to exact 
returns from each of them to say nothing 
of proper auditing.
But we are face to face with the fact 
that under our law, income and sales taxes 
may be imposed by both the Federal and 
the State governments. As a matter of 
fact, there are now thirty-two states in 
the Union with a State income tax and 
seventeen states with a sales tax, in addi­
tion to a Federal income tax and a Federal 
sales tax on certain commodities. This 
means a multiplication of taxing authori­
ties, an elaboration of taxing administra­
tions and high additional costs to be paid 
by the public, in addition to the expense 
to the taxpayer who finds himself subject 
to a multiplicity of taxing laws, each of 
which has peculiar features of its own. 
Too few legislators have taken cognizance 
of the high cost of tax compliance which 
is aside from the tax revenue.
Within the last two years, the pressure 
for revenue has developed a new compli­
cation. If  a State imposes a sales tax, it 
cannot tax goods in interstate commerce. 
This means that in a highly industrialized 
State with highly industrialized neighbors, 
many purchasers will buy from without 
the State in interstate commerce, and hence 
escape the sales tax. In other words, a 
State sales tax in reality discriminates 
against the retailers of the enacting State. 
As a result, a number of the State tax 
collectors have asked Congress to allow 
the states to tax interstate shipments. We 
direct attention to the chaos which would 
result if this principle were approved by 
Congress. It would be necessary for the 
State to examine all articles shipped into 
the State. Goods shipped by railroad, by 
truck, by mail, would be subject to the 
tax, and the inevitable result would be 
that the State would build up a custom 
house system of its own, thereby destroy­
ing the freedom of transportation from 
one part of the country to the other which
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is essential for successful business. The 
resolution granting this authority is now 
pending in Congress, and has already 
passed the Senate. We direct the atten­
tion of the American people to the serious­
ness of this situation—and that states ex­
pecting sales taxes to be enlarged will 
clamor for this authority.
There is a solution close at hand af­
forded by the example of Canada. Prior 
to the formation of the Dominion of Can­
ada, each of the Canadian Provinces im­
posed tariffs, but when the Dominion was 
organized eighty years ago, they gave up 
to the Dominion Government the right to 
impose tariffs on condition that a portion 
of the revenue would be given to the Pro­
vinces for their support. As a result there 
is freedom of trade within Canada, and 
this freedom has heretofore been charac­
teristic of the United States. But in the 
immediate pressure for revenue, it is a 
question as to how long this freedom will 
continue.
Last year Maryland passed a law which 
required that an automobile truck cross­
ing the State should be stopped at the en­
trance and a tax imposed upon so much 
gasoline as was necessary to carry the 
truck across the State. Delaware promptly 
threatened to pass an equivalent law, 
whereupon Maryland repealed its act. This 
is an illustration of the interferences with 
normal business which are being brought 
about by the mad race for revenue.
Recently one of the Federal administra­
tive officials has stated that taxes in the 
United States are not high, with the impli­
cation that taxpayers should not complain. 
We direct the attention of those who take 
this point of view, which is generally to 
be found among the administrators of the 
spending agencies of the government, to 
the recent statement of Professor E. R. A. 
Seligman of Columbia University,—the 
outstanding scientist of this country in the 
field of taxation. Professor Seligman 
states:
“Attention has been called to England, 
which seems to endure with equanimity 
considerably higher tax rates than in 
the United States. It must be remem­
bered, however, that the English system 
is in many ways different from that in
the United States. They have, indeed 
a higher income tax, but they have no 
antiquated property tax. They have 
higher liquor, tobacco and stamp taxes, 
but they have no sales tax, no taxes on 
production and virtually no taxes on 
business. In American municipal, State 
and Federal finance, the danger signals 
have long been set.”
In view of this condition, we appeal to 
the American people to work out a satis­
factory remedy, and we suggest the fol­
lowing principles:
1. The cost of government should be 
reduced, particularly by the consolidation 
of local units. It is not necessary that 
the American people should maintain 183,­
000 political units. These units were es­
tablished in primitive days before the au­
tomobile, concrete highways, telephone and 
radio, but they still continue to exist 
largely because each unit has itself a staff 
of officials who draw their living from the 
public treasury, and who are politically po­
tent. We are told of one county in the 
United States where the population is ap­
proximately 400 and where each family in 
the county has an officeholder who is sup­
ported from the public treasury.
We pledge our co-operation in all civic 
movements which would tend toward the 
establishment of larger units of govern­
ment with the minimum of cost.
2. We also recommend that the people 
of the United States should recognize that 
Federal, State and local governments are 
all the servants of the people, and for each 
particular purpose, the people should em­
ploy that servant who can best perform 
the duty. This means that all taxes upon 
business, except property taxes and li­
censes, should be imposed and collected by 
the Federal government, with, however, a 
division of the proceeds with the states 
which have an equal taxing right. Spe­
cifically we recommend that the Federal 
government be requested to impose a man­
ufacturer’s sales tax covering every manu­
factured article, except foods, of which 
a large proportion of the proceeds should 
be returned to those states which will re­
peal their own taxing laws on such sales. 
The results of this recommendation would
(Continued on page 189)
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T h e  Concept O f  V a l u e  For U s e *
by W a l t e r  W. P o l l o c k , Philadelphia, Pa.
AT this first Annual Meeting of the As­
sociation of Appraisal Executives 
your President might undertake to show 
that many of the difficulties of our present 
social, political, financial and industrial 
systems are due to failure in the past to 
adopt adequate concepts of that phenome­
non of our present civilization which we 
call “value,” and the inability or failure to 
establish adequate processes of valuation. 
We have mistakenly thought of prices as 
representing values, and the spread be­
tween prices and values when analyzed will 
explain much that has been misunderstood.
I shall try to make this talk a construc­
tive one, and therefore suggest as the goal 
or objective of future appraisal thinking 
that the purpose of valuation should be to 
determine useful values. I shall suggest 
analytical processes by which useful value 
may be determined.
I have eminent authority for this sugges­
tion in the words of Adam Smith, the 
founder of the present economic system, 
who declared that the only purpose of pro­
duction was for consumption— for use. I 
hope you will agree that it may be possible, 
by continuing as followers of Adam Smith, 
to evolve and establish the doctrine of 
“Production for Use—with reasonable 
profits to all concerned in both production 
and use.”
This slogan is an agreement with Adam 
Smith. Norman Thomas and Upton Sin­
clair frequently assert their advocacy of 
“production for use,” but add to it the 
words “but not for profit.” The difference 
between the capitalistic and socialistic 
viewpoint is that capitalists favor profits 
to individuals, while Socialists would have 
profits, if any, accrue to the community as 
a whole. I f  each person should participate 
equitably in profits under the capitalistic 
system, the injustices of the operation of 
the present system would be eliminated, 
and the community benefits which the So­
*A d d re s s  o f  th e  P re s id e n t, a t  F i r s t  A n n u a l  
M e e tin g  o f  A s s o c ia t io n  o f  A p p r a is a l E x e c u ­
tiv e s , a t  W a s h in g to n ,  J a n u a ry  28, 1935.
cialists anticipate through acceptance of 
their plan would accrue through the ben­
efits to individuals composing the com­
munity.
I f  I should undertake to outline in de­
tail the past failure to evolve adequate 
valuation methods, and refusal to adopt 
such methods, that history would of neces­
sity cover a wide range. It would picture 
the growth of early settlements in the 
United States, in which each person con­
tributed definite benefits to the community 
in the production of food, clothing, shelter 
or services, which he exchanged with his 
neighbor on practically a subsistence level. 
It would picture the growing value-con­
sciousness of the American people as new 
geographical areas were developed, new 
commodities were produced, and popula­
tions increased, thus creating a constantly 
accelerated demand for new land, new 
housing and new commodities at constant­
ly increasing prices. It might refer to the 
mistaken idea that it is justifiable for those 
who practice the art of valuation to subor­
dinate their technique and opinions, like 
lawyers, to the interests of their clients. 
It would tell in some detail of the early 
efforts of the appraisal organizations rep­
resented by membership in this Association 
in the systematization of appraisal prac­
tices. It might illustrate the refusal to 
adopt proper standards of appraisal by cit­
ing well-known manipulations of valuation 
in the issuance of securities, in the boost­
ing of real estate and commodity market 
prices, and in depressing prices for the 
purpose of assessment. The insane specu­
lations in Florida and California land were 
in fact merely an exaggeration of a condi­
tion which existed in milder form all over 
the nation. The systematic appraiser could 
easily demonstrate the complete inability, 
under prevailing incomes of users of real 
estate to pay for use of real estate at 
speculative prices.
Such a discussion would properly in­
clude the theory of regulation of service 
rates of public utility corporations by valu­
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ation. It would emphasize the ineffective­
ness for the purpose designed of the valu­
ation of railroads by the Interstate Com­
merce Commission, and of the appraisal 
of local public utility properties, in which 
too great reliance has been placed upon the 
capacity of courts operating within narrow 
legal value-concepts to solve a problem 
which is largely factual, and which should 
be determined by disinterested appraisers 
by the use of valid appraisal processes, 
rather than by lawyer-engineers working 
under partisan compensation and bias.
Such a discussion could point out the 
significant fact that fire insurance policies 
prescribe, in their wording and interpreta­
tion in case of loss, a workable plan of in­
surance coverage and loss payment. Many 
commercial transactions are satisfactorily 
concluded upon theories of appraisal 
which do not depend upon or correspond 
with statutory requirements because those 
requirements are found inappropriate, if 
not unworkable.
When one enters the fields of appraisal 
which are regulated by the statutes and 
maxims of the law, one finds confusion 
and uncertainty. Real estate assessments 
are all but universally inequitable and in­
accurate. To the charge that is frequently 
made that this is due to favoritism by pub­
lic administrators of the tax laws it may 
be said that the crookedest assessor could 
not of purpose create the existing degree 
of inequity which is due primarily to the 
lack of system and uniformity in the meth­
ods of valuing property for taxation. In 
certain states in which seemingly adequate 
statutory theories of valuation exist, the 
State authorities are unwilling to accept 
the total valuations in the different coun­
ties as the basis for State taxation, and are 
accustomed to setting up equalization per­
centages with the purpose of creating a 
balance between one county and another, 
based on correction of high or low total 
valuations in the several counties. The 
State repudiates the counties’ valuations 
and makes its own assessments for State 
purposes. The counties make the same 
discrimination for county taxation be­
tween the assessments of the subordinate 
municipalities within each county. The 
inequities between the local taxpayers in 
each municipality are not often equalized
as they should be. Here is a condition 
where the State law has a theory of assess­
ment that does not work out equitably in 
practice. Assessments could be made 
equitable by requiring all assessors to use 
equitable appraisal processes, which may 
be stated in statutory form.
In the condemnation of property for 
public use the legal limitations upon the 
qualifications of experts who are permitted 
to testify do not prevent the widest vari­
ance in the valuations of those experts, 
which may be high or low, as the interests 
of their clients may require.
Such a discussion might show the large 
dependence which many of the Federal 
agencies, both old and new, must neces­
sarily place upon adequate valuation prin­
ciples and practices, if their administrative 
work shall be successful. In the problem 
of Federal loans by Federal agencies the 
property valuations, if they are or are not 
determined upon equitable principles, will 
determine whether the operations of those 
agencies shall be equitable and satisfactory, 
or otherwise.
The Securities and Exchange Commis­
sion has a splendid opportunity in revising 
its regulations for registration statements, 
to clarify the whole subject of valuation. 
The Securities Act does not require prop­
erty valuation, but it is apparent that no 
registration statement will be complete 
without accurate analysis of values of 
property and property rights.
I shall state affirmatively some of the 
things that in my opinion might be done 
to harmonize with the belief that there is 
a certain unity in the elements which com­
prise useful values of the things which 
make up our national production and dis­
tribution plant, and the things which that 
plant produces; and I would emphasize the 
belief that there are processes by which 
these values may be analyzed in their use­
fulness to mankind, which may be ex­
pressed in terms and prices of reasonable 
definiteness, both comparatively and ac­
tually.
There is no such thing as absolute value 
—it is all comparative. Specific values can 
be determined only by comparative meth­
ods. We know the answer to this equation, 
for we are trying to determine the useful 
values of all of the things which are use­
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ful, and to express such values in terms 
of prices under existing conditions. What 
are these factors and how are they to be 
used for comparative valuation?
The successful working out of this prob­
lem calls for two things which do not come 
entirely within the field of the appraiser’s 
activity.
The economist-statistician must first 
prepare the way by a system of planning. 
He must enumerate the normal require­
ments of consumers in housing, food, in 
clothing, in travel, education, amusement, 
and other things which go to make up a 
pleasant life, not excluding the demands of 
religion. He must provide for the produc­
tion and distribution of these things in suf­
ficient quantities to meet the demands of 
consumers.
Another prerequisite to the working out 
of our equation is that the standard of 
value—money—shall have a stable and 
definite meaning for the exchange of com­
modities.
Having set up as our objective the con­
cept of useful value, we must first provide 
for production for useful purposes. This 
means calling upon the farms and gardens 
to produce useful foods. It calls for the 
mining of useful minerals, the felling of 
forests and the production of all of the 
natural resources which contribute to the 
demands of manufacturers for raw mate­
rials. It calls for the services of enter­
prisers and workers to process the natural 
and cultivated products. It calls for the 
services of merchants to market the prod­
ucts. Last of all it calls for a demand for 
the supply thus created.
The appraiser appears in the picture to 
determine equitable values of the nation’s 
plant. In some of the Governmental loan 
agencies there have been many appraisals 
within the last year or two. Industrial 
concerns desiring loans have been required 
by the Reconstruction Finance Corporation 
to submit property valuations according to 
a stated method. The Home Owners’ Loan 
Corporation has called for many thousands 
of appraisals, and has set up certain stand­
ards for valuation. If  these appraisals 
were made by correct standards the loans 
are amply safeguarded. But in a general 
reconstruction plan such as we now have 
under way, a partial appraisal, including
only properties which now need govern­
mental assistance, does not cover our pres­
ent requirements. We should have a new 
Domesday Book in which all of our plant 
facilities—and I speak of the nation’s plant 
as a whole—should be appraised.
The start should be made by appraising 
all of the land and buildings of the nation 
by systematic methods, comparing the 
values of streets and highways in unitary 
prices to show location values, with com­
putation of variation in area and other 
value-factors, and deduction for detracting 
influences where they exist. Such an ap­
praisal would serve many useful purposes. 
Besides fulfilling valuation requirements 
of the Federal Government, it would fur­
nish to local taxing authorities an accurate 
basis for levying taxes for local, county 
and State purposes. The improvement ap­
praisals should describe buildings and 
other improvements, appraise them by uni­
tary prices and by analytical judgment of 
depreciating factors. Reproduction cost is 
the maximum valuation which buildings 
or other reproducible property can have 
at a given time. The losses of usefulness 
due to mechanical deterioration, obsoles­
cence and lack of utility, expressed by ex­
pert opinion, will, when deducted from re­
production cost, give present useful values 
as the remainder.
The machinery and equipment of farms, 
industries, mercantile establishments and 
public utilities should be appraised, and 
would serve as a basis for equitably deter­
mining costs and service rates. The Inter­
state Commerce Commission already has a 
valuation of the railroads, dated I believe, 
in the year 1914, with inventories of addi­
tions and deductions since the date of ap­
praisal. Whether the railroads are to be 
finally taken over by the Federal Govern­
ment or not, the Interstate Commerce 
Commission’s valuation should be brought 
up to date to conform to the valuations 
of other properties. With a knowledge of 
values of all properties gained through the 
application of systematic principles and 
practices, we would be in a position to 
know what to do in the management of 
the nation’s business.
If I have not made it clear that this plan 
of valuation is distinct from the usual con­
cepts, I will express the belief that it is a
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workable one, while the other concepts 
leave too much room for controversy. 
Useful value differs from such idealistic 
concepts as “fair” value, “true” value and 
the newly-coined phrase “prudent” value, 
because it states a practicable goal. It in­
cludes all that is implied by these ideals, 
as well as the price-concepts of “cash” 
value and “market” value, and the legal 
concept of the willing-buyer-willing-seller. 
Useful value comprises “fair” or “pru­
dent” actual costs, the computation of rea­
sonable profits to producers, and profitable 
pay to workers which will enable them to 
buy the things they produce.
Speculation in land, securities, commod­
ities and money would upset such a plan 
as I have described. The values of all of 
these things are in their usefulness, and 
speculation in them can be limited by taxa­
tion. I interpret all of President Roose­
velt’s efforts as designed to establish a bal­
ance in production and consumption—to 
prevent the two evils of high and low
prices. I believe that there could be no 
more effective aid in that direction than 
to take an accurate account of all our re­
sources, by valid appraisal processes, and 
to include in that account an appraisal not 
only of the inanimate objects which are 
useful to human life, but also the neces­
sities of humankind in relation to land, 
buildings, machinery, tools, equipment and 
their products.
That, of course, is another phase of 
equitable recovery. It comes within the 
field of the economist and statistician; but 
the services of the appraiser and the ac­
countant would supply an accurate basis 
for expressing the equities.
If  it should be found possible to deter­
mine equitable values, prices would then 
naturally be based on values. Perhaps it 
might also be possible to take the mystery 
out of the money problem, and thus found 
a money system which would justify the 
old phrase “for value received.”
I n t e r p r e t a t i o n s  o f  R u l e s  f o r  L i s t i n g  a n d  
I s s u a n c e  o f  S e c u r i t i e s
D r . J a m e s  M. L a n d is , m ember of the Securities and Exchange Commission, 
delivered an address at the January meeting of the N ew  York State Society of 
Certified Public Accountants after which the following questions were propounded
and answ ered :
Q u e s t io n  : While all information is 
available to the Commission, where can the 
investing public secure this information? 
How is the investing public to be notified 
where it can secure any and all necessary 
data which the Commission is gathering?
A n s w e r : The records of the Commis­
sion, as a whole, are public records. Of 
course, they are available down in Wash­
ington. More than that, they can be made 
available to any one at any place, for a 
nominal fee. Moreover, the information 
filed with the Commission is filed at the 
various exchanges, and the exchanges un­
questionably will accord with our desires 
and make that information reasonably ac­
cessible to the investing public. The news­
papers themselves keep the investing pub­
lic well advised. As to the information
that is filed with the Commission, if this 
and that corporation files a report, it is 
immediately known; the papers carry it 
though it may be only a summary. In­
deed, some of the papers have been very 
active in portraying a great deal of the 
information that is down at the Commis­
sion.
Q u e s t io n  : What is meant by the state­
ment that there should be disclosed infor­
mation on repairs, maintenance, etc., but 
that it is not necessary to disturb the in­
tegrity of the cost of sales accounting?
A n s w e r : A s you know, some corpora­
tions carry those items separately. Some 
corporations absorb those items in the 
item, “cost of goods sold.” We do not 
require that that item must be segregated 
from the item, “cost of goods sold.” What
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we do ask for is a general disclosure as to 
what charges are made for repairs and 
maintenance, without requiring that they 
be completely segregated and broken down 
in the profit and loss statement, unless the 
accounts are actually kept so as to show 
such segregation. The information is es­
sentially of a memorandum nature.
Q u e s t io n  : Under item 27, is it neces­
sary to report fees of $20,000 or more paid 
to lawyers, accountants or auditors, and 
advertising agencies?
A n s w e r : The reply to that is generally 
yes.
Q u e s t io n  : Will Dr. Landis explain the 
reason for placing depreciation as item 
four on the profit and loss statement and 
if it is compulsory for the company re­
porting to show it in that position?
A n s w e r  : The registrant may file state­
ments and schedules in such form, order 
and using such generally accepted termi­
nology, as will best indicate their signi­
ficance and character in the light of the 
instructions.
Q u e s t io n  : A company has authorized 
issue of 1,000 shares of $100 par, totaling 
$ 100,000, of which 500 shares were issued 
in 1930 for $50,000. The company desires 
an additional $50,000. Can the remaining 
500 shares be sold privately to a group of 
ten to fifteen private individuals without 
the necessity of registering them?
A n s w e r : Our regulation governing is­
sues under $100,000, provides that in that 
particular situation the issue can be sold to 
the public without registration—and there­
fore, a fortiori, there would be a right to 
offer them privately.
Q u e s t io n  : What is the Securities and 
Exchange Commission’s attitude towards 
valuations resulting from physical apprai­
sals? What should be their limitations in 
so far as cost is concerned? Should the 
cost be stated as an insert where appraised 
values are used?
A n s w e r  : The Commission requires dis­
closure of revaluations made since January
1, 1925, under the Exchange Act and since 
January 1, 1922, under the Securities Act. 
As far as current practice goes, variations 
from cost must be shown in the supporting 
schedule to the asset accounts.
Q u e s t i o n : What is the Commission’s 
attitude toward private sales of securities
now that the complete regulations concern­
ing issuance of securities have been pub­
lished ?
A n s w e r : That, gentlemen, is a serious 
question. I imagine that not only the 
Commission but many others look with 
regret upon this type of offering. From 
the standpoint of the protection of the 
buyer, no one need ordinarily be alarmed; 
but from the standpoint of the opportunity 
that may be afforded to the investing pub­
lic as a whole, one observes with regret, 
resort to that type of offering. You note 
that the other day another department of 
government indicated its opinion toward 
that type of offering, saying in its regula­
tions that banks under its jurisdiction 
should not accept offerings of that type 
unless two things were true: One, that 
there was a wide public distribution of 
other securities of the same issues, and— 
not “or”—that the particular securities be­
ing so offered should be registered under 
the Securities Act of 1933.
Many questions ask for a legal opinion, 
which I would hesitate to render in this 
offhand manner, and I also hesitate to ren­
der what might be called accounting opin­
ions. Let me rather deal with questions 
calling for general observations. I don’t 
want to lead you to any wrong conclusions, 
and I am afraid that if I dealt with ques­
tions of a different nature I might make a 
slip wholly unintentionally that somebody 
would take too seriously. Here, for ex­
ample, is a question on statutory consolida­
tion, as to whether statutory consolidation 
does or does not come within the exemp­
tion of the Securities Act.
I should suggest that you write our gen­
eral counsel on that matter. We argued 
that case for three weeks. We came to a 
conclusion, though, that issues by way of 
statutory consolidation were not within the 
terms of the act.
Q u e s t io n  : Are any reports required of 
corporations not listed on an exchange, 
but enjoying non-listed privileges on an 
exchange, such as the New York Curb?
A n s w e r : Under the regulations orig­
inally imposed, no such reports were re­
quired to be filed by the issuers, and in 
fact, those issuers were specifically ex­
empted, as they had to be, because their 
securities were introduced upon an ex­
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change without their approval. Hence 
they had to be exempted from certain ob­
ligations which you could put upon a fully 
listed security.
Q u e s t io n  : Are we to understand that 
the Commission does not intend to pre­
scribe specific forms for annual reports to 
be distributed to stockholders of listed cor­
porations? I f  so, how about section 13 of 
the Securities Exchange Act of 1934?
A n s w e r : Let me repeat, this question 
carries the confusion of thought that has 
reigned in this field. Namely, there are 
two types of reports, reports made to the 
Commission and to the exchanges, and 
the type of annual report to be sent to 
stockholders. Section 13 deals with the 
first type of report, and not the second 
type of report. To answer the earlier part 
of the question—what is the Commission’s 
intention with reference to specific forms 
for annual reports—it depends on what 
annual reports you are talking about. If  
you are talking about the annual reports 
to be filed with the Commission and the 
exchanges, obviously the Commission in­
tends to promulgate regulations governing 
those annual reports; if it did not do so it 
would not be carrying out the mandate of 
section 13. But when you are dealing with 
the problem of the annual reports to stock­
holders, no present need, certainly, for any 
regulations dealing with that problem 
seems apparent.
Q u e s t i o n  : How much weight does the 
Commission attach to the depreciation pro­
visions made by a company for tax pur­
poses in judging the adequacy of the de­
preciation provisions taken on the books 
and shown in the annual report?
A n s w e r : Forms 1 0  and A - 2 ,  as distin­
guished from the earlier forms do not call 
for the figures on depreciation, contained 
in the registrant’s tax returns. It is not 
our purpose, neither is it our function, to 
judge the adequacy of a depreciation pro­
vision; it is only our function and only 
our purpose to bring out the facts with 
reference to it. This fact has not been 
required by the recent regulations. I think 
I do not need, before this audience, to go 
into a discussion as to the difference in 
calculating depreciation for tax purposes 
and for financial and management pur­
poses, especially in the light of the new
regulations that have been imposed by the 
Internal Revenue Bureau. We are dealing 
with investment, not taxation; and from 
the investment standpoint, the figures that 
you want are depreciation calculated from 
the financial and managerial standpoint. 
We ask questions as to the registrant’s 
policy as to its depreciation charges, but 
we do not call for information as to its 
tax returns.
Q u e s t i o n : D o you think that if the 
Treasury Department, after investigation, 
establishes a figure for depreciation to be 
deducted for tax purposes, it should be 
considered sufficient confirmation of the 
adequacy of the depreciation deducted in 
the financial accounts?
A n s w e r : That, of course, is a question 
distinctly for the accountant.
Q u e s t io n  : What is his responsibility in 
that nature?
A n s w e r  : That is a question upon which 
I am not competent to give any answer 
because it relates distinctly to the account­
ant’s obligations to his own profession.
Q u e s t i o n : Will utility companies be 
expected to classify their assets and liabil­
ities as to current, long-term, etc., where 
they have not in the past been in the habit 
of so doing, and where such information 
on such a company is not particularly im­
portant ?
A n s w e r  : There, again, you are dealing 
with the general standard that is set forth 
in our requirements as to financial data. 
What we say is follow them unless you 
adopt another method that shall be just as 
informative. Certainly, it is informative 
to segregate current from non-current as­
sets. What we should seek for is that in­
formation. Now if it is unimportant in 
the particular case, then, of course, you 
have a deviation there of a non-material 
character, but unless that deviation is pure­
ly non-material in character, you would 
call for the type of segregation that the 
form itself asks for.
Q u e s t i o n : Is it your opinion that the 
reader of a company’s accounts, reported 
upon by an independent certified public ac­
countant under the regulations of the Se­
curities and Exchange Commission, is en­
titled to assume they are correct without 
reservation, or do you think it would be 
more proper for the reader to assume that
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the accountant merely has expressed his 
opinion based upon his examination and 
best judgment that the company’s balance 
sheet position and results of operations are 
fairly presented as a going concern?
A n s w e r : That, of course, goes to the 
heart of the nature of an accountant’s duty 
and the character of his work. It is obvi­
ously wrong to assume that the mere fact 
that an independent certified public ac­
countant has undertaken to affix his signa­
ture under certain regulations to a docu­
ment required to be filed with the Commis­
sion is, in itself, a guarantee as to its ac­
curacy. Nothing that we can do will ever 
supplant the guarantee that can only come 
from the reputation of the accountant him­
self. In financial statements you are get­
ting a combination of human judgment on 
certain questions and a survey of some 
things that are matters of fact. What you 
want to know is the character of what the 
accountant has done and the basis upon 
which he has formed his judgments. That, 
of course, is the very heart of the account­
ant’s certificate. We have not prescribed 
the form of that certificate; rather, we 
have put responsibility back upon the ac­
countant himself. We have put that re­
sponsibility where it belongs, so that by 
the character of the accountant’s certificate 
itself, plus, of course, his general reputa­
tion, the value of his work can be best 
determined.
Q u e s t io n  : Many companies are under 
agreement with the New York Stock E x­
change to publish annual reports to stock­
holders in the form shown in the last list­
ing application. Should they continue to 
do so this year?
A n s w e r : T hat, of course, is a problem  
which the E xch an ge will have to work out. 
T he difficulties o f  w orking out the rela­
tionship of that agreem ent to our require­
ments should not be m aterial. A s a gen­
eral m atter of fact, no m ajor departures 
from  the general listing requirem ents or  
the general registration statem ents that 
will be filed with us, would be undertaken  
by corporations as a whole. They would 
have no reason to make such m ajor depar­
tures. T he problem thus becomes simply 
one of condensation, and that problem is 
not a  difficult one to solve.
Q u e s t io n : What is the accountant’s
liability in certifying the financial data sup­
plied in form 10? Is it as onerous as in 
the filing of form A-2?
A n s w e r  : The technical language of the 
Acts is different. The accountant’s lia­
bility on form 10 is set forth in section 18 
of the Exchange Act, and, where a false 
or misleading statement is made, places 
upon the accountant the necessity of estab­
lishing that he acted in good faith and had 
no knowledge that the statement was false 
or misleading. The liability of the account­
ant in reference to form A-2 is set forth 
in section 11 of the Securities Act of 1933 
and is somewhat broader. It has been dis­
cussed many times. In substance it places 
upon an accountant the necessity of estab­
lishing that he exercised due care, as well 
as good faith and lack of knowledge of 
the false or misleading character of a 
statement. That, I think, is the primary 
difference at the present time. Another 
difference that exists between those two 
liabilities, is the lack of the reliance re­
quirement in the Securities Act and the 
presence of the reliance requirement in the 
Exchange Act. The other difference, 
which is primarily, I believe, a difference 
in the language which sets forth that liabil­
ity, is not a material one.
Q u e s t i o n  : Is it possible to consult with 
the Commission or its authorized represen­
tatives as to principles of presentation of 
accounts and the admissibility of various 
practices previous to the closing of a cor­
poration’s books or rendering of state­
ments or reports to the Commission or to 
stockholders? I f  this is the case, what is 
the procedure in arranging such a con­
ference?
A n s w e r : The procedure in arranging 
such a conference is simply to call up the 
chief of our registration division, or 
whomever you may be put into contact 
with there. There is no difficulty at any 
time in arranging conferences of that na­
ture. We have scheduled, I know, several 
conferences preparatory to the preparation 
of listing applications. We have adopted 
consequently the practice of holding con­
ferences prior to the actual filing of a reg­
istration statement, so that mistakes will 
not be made subsequently, but will be pre­
vented rather, than first made and then 
corrected.
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D i s c u s s i o n  o n  T e c h n i c a l  P r o b l e m s
At Annual Meeting of The American So­
ciety, Breakfast Session, Wednesday, 
October, 3, 1934
C h a i r m a n  W i l l i a m  G o r d o n  B u c h a n ­
a n  (Washington, D. C.) : There are three 
topics for discussion and then we will have 
suggested topics for general discussion. I 
am going to ask Mr. Sunley to present to 
you an outline of the material on Treasury 
Decision 4422 and suggest certain ques­
tions for your discussion.
W i l l i a m  S u n l e y  (Chicago, Ill. ) : I 
think you are all familiar with Treasury 
Decision 4422, its content and purpose. 
We are not going to discuss how it will 
work, but we are going to discuss an idea 
that arises from it.
It has occurred to some of us that man­
aging directors, managers, boards of direc­
tors, and so forth, of corporations may 
adopt some policy in connection with 
changing their depreciation rates in their 
accounts because of the change in rates 
for income tax purposes. It is quite pos­
sible that the board of directors of a given 
corporation may decide to continue the old 
depreciation rates although there may be 
a change in the rates used for income tax 
purposes. On the other hand, it is quite 
possible they may decide to set up depre­
ciation rates in the accounts to agree with 
the rates on the income tax returns. It is 
also possible that they may follow the plan 
of correcting the previous depreciation 
rates in accordance with the new life of 
the asset, as it has been discovered at this 
time. The accountant who prepares the 
balance sheet and the profit and loss state­
ment for certification, may find any one of 
these three conditions and may be con­
fronted by them.
He may find that the manager or board 
of directors have an option of using ten 
per cent, if he, or they, follow the depre­
ciation rates previously used. Perhaps, 
under the income tax rates, as determined 
in accordance with Treasury Decision 
4422, the rate may be four per cent. Per­
haps they could go back and correct the
charges from the beginning of the life of 
the asset, in which case the rate would be 
six per cent per annum.
It seems there is a fairly good argument 
to support any one of the three rates. It 
seems, also, that there is a great possibility 
that the accountant may find any one of 
these three positions taken by some one of 
his clients. It is also quite possible that 
the differential between the rate that is 
used and the rates that might be used may 
represent the difference between a red fig­
ure and a black figure on the profit and 
loss statement. I use these percentages of 
ten, six and four merely because they are 
round numbers and not because they fit 
into any specific schedule.
As Mr. Buchanan said, we have adopted 
a little different scheme this year. Instead 
of endeavoring to tell what we think about 
the subject, we are anxious to find out 
what the members of The American Soci­
ety think about it. In that connection, we 
are asking questions.
I would like to ask, first of all, this par­
ticular question: Do you expect to adopt 
a consistent policy for general use where 
you find that depreciation rates have been 
changed because of the incidence of Treas­
ury Decision 4422? If you do not expect 
to adopt a consistent policy but expect to 
settle each case as it comes up, what would 
you do in a particular case, having in mind 
the possibility of this differential between 
the income tax rates and the rates adopted 
on the books, turning a net loss into a net 
profit ?
C l a r e n c e  T u r n e r  (Philadelphia, Pa.) : 
Is that all one question?
M r. S u n l e y  : I don’t mind your asking 
me to repeat it. The first thing I have in 
mind is, have you adopted, or do you ex­
pect to adopt, a consistent policy that you 
will use in every case, with the usual ex­
ceptions here and there? In other words, 
will you say to your staff, “We are going 
to use the corrected rate of depreciation. 
If  the client finds that there is a further 
life of five years in the asset, we will in­
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sist that they go back to the beginning of 
the life of that asset and respread the de­
preciation rates in accordance with our 
present knowledge of the asset.”
M r . T u r n e r : D o you mean as far as 
the books are concerned, or as far as mak­
ing up the data for the Treasury Depart­
ment is concerned?
M r . S u n l e y  : It is merely in regard to 
the certification of the balance sheet and 
the profit and loss statement.
May I restate the question: The ques­
tion is not, Would you do this or that, but, 
first of all, Do you expect to adopt a policy 
which will be consistent throughout all of 
your clients’ reports, or do you expect to 
settle each case on its merits?
O. V. W a l l i n  (Philadelphia, Pa.) : 
Your Treasury Department decision is go­
ing to be different in various cases. We 
have had inconsistencies in that direction. 
It would hardly be the province of the ac­
countant to decide the policies because he 
has the Treasury Department to contend 
with as well as the client’s views.
M r . S u n l e y  : I don’t see that it makes 
much difference what the Treasury De­
partment decides. Suppose the Treasury 
Department decides that the rate for 1934 
is something different from the previous 
depreciation rates; then the whole of this 
matter comes right before you. If  the 
Treasury Department says it is four per 
cent, while that may be different from 
some other case, nevertheless in this case 
it is four per cent. Perhaps the client had 
been using ten per cent. I f  you went back 
and respread the depreciation over the life 
of the asset, you might have six per cent 
per annum. Facing those conditions, if 
your client decides he is going to use ten 
per cent, are you going to use that in your 
statements; or if he decides on four, or 
six, or some other per cent, are you going 
to put the one he selects in the statements; 
or are you going to say he has to use a 
certain one of those methods?
M r . T u r n e r : I don’t see how you can 
map out any stated way or method for 
handling the matter because if your de­
preciation is changed by the Treasury De­
partment, that is the first time the question 
comes up before the client, is it not?
Mr. S u n l e y : Yes.
M r . T u r n e r : I have gotten it rather 
direct and have seen the results of some 
of the decisions the Treasury Department 
has made and it depends on how much 
reserve you have set up against your total 
assets. When I say how much, I mean 
what proportion of your asset value. That 
guides them considerably as to how much 
they are going to cut your rate; and their 
policy is, if you have over fifty per cent 
reserve set up, to slice it approximately 
twenty-five per cent. In cases of that 
kind, I don’t see how we are in position 
to make any change or recommend any 
change in the client’s figures that they have 
on the books because probably the book 
figures are more correct than the Treasury 
figures under such a setup.
It is very interesting. I have given some 
talks on this subject and I have been going 
into quite a lot of figures. I discovered 
from a table of statistics I was able to get 
of the taxpaying corporations throughout 
the United States, that the average rate of 
depreciation per class of business is less 
than what you would normally expect. It, 
therefore, seems that all the taxpayers as 
a class have under-depreciated their assets. 
I don’t know how that is going to work 
out in single instances. We have had some 
instances where taxpayers have not set up 
enough and others where they have set up 
too much. We have several cases where 
we are not going to touch the books at all 
because we still think our books are right.
I think the accountants have to be very 
careful in recommending any such changes 
because when you put out a certified bal­
ance sheet, you certainly don’t want to 
pass or give approval to depreciation that 
is insufficient.
Mr. S u n l e y : Mr. Turner, let me ask 
you if you were making the annual audit 
of a certain organization and you found 
they had changed their depreciation rate 
from last year, you naturally would feel 
you would be called upon to say something 
about that in your certificate, wouldn’t 
you ?
Here are three situations which can be 
presented with fairly good logic behind 
them. It is not going to be easy to combat 
the client who says, “We don’t care about 
this income tax business. They cut all the
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rates twenty-five per cent. They couldn’t 
put it in the law, so they did it by adminis­
trative provisions. We don’t care what 
the income tax rate is; we are continuing 
our old rate.” The next client you meet 
might say, “We found we made a mistake. 
The life of this particular asset is fifteen 
years instead of ten. We have gone back 
over the life of the asset and recast the 
depreciation in accordance with the new 
finding and we are using the six per cent.”
The next client says, “Well, we have 
decided we are going to follow the income 
tax ruling and put that on our books.” 
The question is, whether it would be pos­
sible to say to each one of those clients, 
“Here’s a consistent policy which we think 
should be followed.” For example, you 
might say, “we think that where you have 
found you were mistaken in the life of the 
asset, the proper procedure is to go back 
to the beginning and correct your rates all 
the way through.”
M r . T u r n e r : I wouldn’t say that. If  
there is a mistake, I don’t think you should 
go back and correct the assets. Especially 
is that true if they didn’t take enough be­
cause what you would be doing would be 
politely robbing the client of some cost 
basis that he had never recovered for de­
preciation from the tax standpoint.
M r . S u n l e y : I don’t think so, Mr. 
Turner. The tax rates will not be deter­
mined by the rates shown on the books.
M r . T u r n e r : That is right, but if you 
go to the trouble to set up a revision on 
the books of the client, when you do that, 
it has nothing to do with the Treasury 
Department. The Treasury Department 
comes along and thinks it is more advan­
tageous to them to use those figures and 
they will be used.
L e w i s  S a g a l  (New Haven, Conn.) : If 
it is outlawed, they can’t go back.
M r . T u r n e r : They can prevent them if 
they took insufficient depreciation. You 
are out of luck under 4422 if you take in­
sufficient depreciation as your basis.
We have had about twenty-five or thirty 
cases so far and every one we have han­
dled differently.
M r . W a l l i n : Y o u  a r e  o n ly  ta lk in g  
a b o u t y o u r  u n a m o rtiz e d  p o rtio n .
M r . S u n l e y : That depends on the in­
come tax returns. (Reading from Treas­
ury Decision 4422) “The portion of their 
cost or other basis which has been recov­
ered through depreciation losses for prior 
taxable years.” In other words, the whole 
of that must be scheduled on the income 
tax returns. You have a cost to be recov­
ered and your client is permitted to deduct 
it on his income tax returns. It will be 
the income tax returns that will govern 
and not what you have in the books. You 
are permitted to recover the cost of your 
asset.
M r . T u r n e r : What I am trying to get 
across is, the Treasury Decision and the 
regulations say you are allowed deprecia­
tion. 4422 says you set up a depreciation 
that is allowable. I f  you have an asset 
that you have been taking twenty-five per 
cent on and you and the Treasury Depart­
ment agree on the remaining life you 
should have taken ten per cent, you are 
out of luck as far as the years that have 
passed because of the difference between 
the twenty-five and ten per cent rate, and 
you lose that much of your base and never 
recover it.
J . E. B r o w n  (Washington, D. C .) : 
What Mr. Turner is saying is that if the 
taxpayer makes up a schedule showing six 
per cent as allowable in prior years, that 
schedule will be accepted as proof positive 
that six per cent was allowable, and the 
Department will approve that amount in 
the determination of the depreciable cost, 
whether or not that amount was taken and 
deducted in the returns. To the extent 
that such a schedule gives the Treasury 
Department a basis to say that a certain 
rate of depreciation was allowable in prior 
years, the client will suffer from a tax 
standpoint, if that depreciation has not 
been allowed and taken on the returns.
Mr. S u n l e y  : Do I understand you to 
say, Mr. Brown, that they will not permit 
you to deduct some portion of the balance 
of the cost minus depreciation taken on the 
income tax returns ?
M r . B r o w n  : Absolutely. The base cost 
is first determined and is then reduced by 
the higher of two figures ( 1) the deprecia­
tion allowed in prior years, or (2) the de­
preciation allowable in prior years, and if 
a schedule is prepared by the taxpayer 
which indicates that a certain depreciation 
was allowable in prior years, assuming the
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depreciation deducted and taken was less, 
then the amount which is allowable is used 
and accrued and the taxpayer never can 
recover that portion of his cost measured 
by the excess of the depreciation allowable 
over the depreciation allowed.
F. J o s e p h  M u n c h a l f e n  (Joliet, Ill.) : 
Are you talking about actual cases that 
have come up and been handled ?
M r . B r o w n  : I am talking about the 
principle used or followed. Ordinarily the 
Department has not attempted to say what 
is allowable. Under 4422, they are becom­
ing much more stringent and they are, in 
cases where the depreciation taken is ap­
parently insufficient, asserting what in 
their opinion should have been allowed 
back in those years in which it accrued.
Mr. W a l l i n  : You mean by that, a 
$100 asset, on which $60 has been depre­
ciated (for the moment let us forget the 
salvage value) that the remaining $40 can­
not be deducted over the remaining life 
of the asset?
M r . B r o w n  : Let’s take a case of $100, 
with a ten-year life. It has been depre­
ciated at ten per cent for six years and 
has an accrued sixty per cent reserve. 
Suppose that we redetermine the life of 
the property as eight years instead of ten 
and approve twelve and one-half per cent 
for six years, which would be seventy-five 
per cent. The Department will then re­
duce the $100 by $75 and allow you to 
amortize the $25 over the two remaining 
years.
M r . T u r n e r : Y o u  lo se  $15.00 o n  y o u r  
$ 1 0 0 ,  w h ic h  y o u  n e v e r  g e t  th e  d e p re c ia tio n  
on.
M r . S u n l e y : D o y o u  th in k  th e  ru le  
w o u ld  s ta n d  u p  in  c o u r t ?
M r . B r o w n : It has stood up in the 
Cameron case, which has been followed by 
several courts. That case was a case where 
the taxpayer had entirely depreciated cer­
tain property and claimed it was still in 
use and used in his business and he should 
be allowed depreciation on it, which was 
sustained during the current year.
M r . W a l l i n : Y ou  sa id  th a t  a s s e t  w a s  
e n tire ly  d e p re c ia te d .
M r . S u n l e y : He recovered his capital 
sum.
M r . B r o w n : That is  true.
M r . T u r n e r : I think I can explain it 
by getting away from 4422 and reciting 
an illustration of a property which you 
have had for twenty years and you dispose 
of it, never taking a deduction for depre­
ciation in your tax returns. When you 
disposed of it and made a profit, the Gov­
ernment said, “No matter whether you 
took depreciation or not, the depreciation 
must be calculated in determining the 
proper loss.” This is the same idea.
M r . S u n l e y  : I don’t see that.
M r . S a g a l : Y ou can take advantage 
of that portion of it, anyway.
M r . W a l l i n  : It is basically unsound 
and unfair to disallow it.
M r . T u r n e r : They just say, “You 
didn’t take it.”
M r . W a l l i n  : Depreciation is a guess. 
We guessed when we acquired this asset 
that it had fifteen years’ life. Two-thirds 
of that “guess” period, or estimated pe­
riod, has expired, therefore, we should be 
able to make a better guess on our remain­
ing one-third. My understanding is, you 
are to take a look at this asset again and 
see what you think the remaining life is.
P h i l i p  S . S u f f e r n  (of New York) : 
Don’t guess against yourself.
M r . W a l l i n  : When I take a look at 
it, I am a better estimator at this point 
than I was ten years ago. There are five 
years left and I am going to spread the 
remaining $40 over those five years.
M r . B r o w n  : That is true.
M r . W a l l i n : With the formula that 
you and Clarence were discussing a mo­
ment ago, you did me out of money.
Mr. B r o w n  : What Mr. Turner is say­
ing is that the Department will take this 
schedule and on the basis of this schedule 
say that back in these years you thought 
six per cent, or whatever the rate is, was 
allowable and didn’t take it. In other 
words, you have to prove that this six 
per cent, or whatever the figure is, which 
you are accruing on this schedule is not 
the depreciation which you thought was 
allowable at that time. You are correct in 
threory but, practically, it won’t help you 
any.
M r . S u f f e r n  : My only thought in that 
was, as stated by Mr. Brown, that you can 
make any recalculations as to the life of
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your asset and take the remaining un­
depreciated asset, for income tax purposes, 
and spread it over your remaining life. 
But, to go back to your question at the 
beginning, if you recalculate it on your 
books and set up a depreciation higher 
than taken, then you can’t do it. You can 
say, “We have six more years instead of 
three more years” and spread your balance 
over the six, but don’t put a depreciation 
you have taken on the books with a re­
calculation from the beginning. Make it 
a recalculation of the remainder rather 
than a recalculation from the start.
M a r t i n  K o r t j o h n  (New York) : We 
have to divide the matter of depreciation 
into two parts, namely, depreciation and 
obsolescence, as in the McCormack and 
Northern Hotel cases. There it was de­
cided, in the one case they were buildings 
which had been erected and had a certain 
life—in the McCormack case, forty-nine 
years had elapsed and then better hotels 
begun to be built after twenty years. They 
decided it as obsolescence, not from the 
time they were erected but from the time 
the better hotels were built, and permitted 
them to take obsolescence to reduce the 
period from fifty years to forty. That is 
what should be done in the case of build­
ings and assets subject to obsolescence, as 
distinguished from actual depreciation 
from wear and tear.
M r . S u n l e y : We seem to have gotten 
away from our question. I would like to 
get back to the question on the matter of 
policy on certificates where the client has 
actually made a change on his books.
R o b e r t  P a y n e  (Illinois) : What about 
the new form of stock exchange certificate 
which is going to require you to state 
whether the method used by the company 
is uniform with that of previous years? 
That isn’t the wording but that is the idea. 
I f  the client does change the base, then 
that has to be brought out in the certifi­
cates. I just throw that in so you will 
keep it in mind.
M r . S u n l e y : Even though the client 
has changed the books, he still may not be 
consistent with previous years.
C h a i r m a n  B u c h a n a n  : Suppose he has 
a case of over-depreciation and takes ad­
vantage of the lower rate and adjusts it
from an accounting viewpoint, should that 
be brought out fully in the report and 
completely explained?
M r . T u r n e r : I think any change that 
is made in depreciation certainly ought to 
be noted. We would be derelict in our 
duty if we didn’t do that.
C h a i r m a n  B u c h a n a n  : I have a situa­
tion now that I am thinking of in which 
the current adjustment up to the present 
time will eliminate a small operating 
deficit this year and will be of material 
assistance in eliminating two previous 
ones, by taking this lower rate and making 
the complete change. It makes quite a 
change in the setup of the net worth, 
makes it more favorable. Shouldn’t we 
go thoroughly into that?
G. M. S c o t t  (Richmond, Va.) : After 
all is said and done, if this reserve is 
based on an estimated life at origin and if, 
after operation over a few years, through 
one cause or another, you find you were 
excessive in your reserve, is it any different 
from any other reserve against any other 
asset? You have a perfect right, it seems 
to me, to redetermine it in the light of 
present-day information, which should be 
not altogether theory but a certain amount 
of fact. In this case it is no different 
from a reserve for bad debts which you 
didn’t lose. It would seem to me you have 
a perfect right to return the excess to 
earned surplus. Full disclosure must be 
made and there must be a competent, full 
disclosure today.
M r . S a g a l  : As a matter of fact, on your 
balance sheet, show clear adjustment of 
surplus. You wouldn’t give a final sur­
plus; you would have a segregated sur­
plus on your balance sheet.
M r . S u n l e y :  One disclosure this year? 
Or over a period of years?
M r . S a g a l :  Y o u  take the new rates you 
decide on. The current year won’t take 
any surplus adjustment; it will be the 
prior years.
M r . S c o t t :  I f  it is perfectly apparent 
such adjustment was not made in convert­
ing the deficit into a surplus account, you 
are probably much more accurate than 
you were in the beginning. You have 
later facts to work on.
C h a i r m a n  B u c h a n a n  : You feel the
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responsibility rests on the certified public 
accountant to be certain those figures are 
not to be used to cover up a current operat­
ing deficit and that they are true, and that 
he should set out a full disclosure and 
explanation.
M r . T u r n e r : I think that is right, but 
I think there is one thing we want to be 
careful about. We are not engineers. We 
should make full disclosure but not say in 
our opinion it is right.
M r . S u f f e r n  : I think we have gotten 
away from the first question. I would be 
glad to hear from the people in the room 
on the question as to whether, in the re­
determination, you actually believe you 
have taken less depreciation than you 
would if you had known all the facts in 
the beginning. Is it now necessary, for 
the purpose of certification, that you show 
the asset reduced to where it would have 
been if the full depreciation had been taken 
from the inception, because that is really 
what was involved? But when we intro­
duced the Treasury Decision, we brought 
the tax matter into consideration. I f  you 
adjust the books (and we know perfectly 
well it has been discussed that that is an 
unrecovered loss that you will never get) 
and have on your books $500,000 of assets 
depreciated $200,000, showing a net value 
of fixed assets of $300,000, and now as a 
result of restudy you say it should be only 
$200,000 net worth of those assets, and 
there should have been $300,000 of de­
preciation, are you going to qualify your 
certificate because you find an overstated 
asset of $100,000 on the basis of what you 
now think should be the depreciation rate 
applying to your fixed assets?
M r . W a l l i n  : Didn’t Mr. Scott answer 
that when he gave you the comparable 
case of any other reserve that had been 
over or under-stated? His answer was, it 
wasn’t any different in this case than any 
other reserve which, after all, is an estima­
tion. I agree with him.
M r . S u f f e r n  : I  d id n ’t  th in k  it  h ad  b een  
c o m p le te ly  c o v e re d  o n  th e  u n d e r-s ta te m e n t  
o f  a s s e ts .
M r . S c o t t : The answer is apparent 
when you believe, in practice, that ac­
countants haven’t any more reason to 
understate an asset than they have to over­
state one. As far as is practicable, your 
statement of assets should be based upon 
present-day fact and I should hesitate to 
overstate or understate one. In one case, 
it might defeat creditors; in the other, it 
might defeat stockholders. The rule would 
work perfectly in balance both ways.
C h r i s . L. R o s c h e r  (New York) : I was 
interested in the example you gave before 
about changing those assets, and I was 
wondering about the mechanics of it; for 
instance, the examples quoted—ten per 
cent or six per cent over the full life and 
remaining balance. How would you ad­
just your prior depreciation, if you ad­
justed on a six per cent basis your remain­
ing balance on which you are supposed to 
be taking four per cent? I don’t think it 
would work out.
M r . S u n l e y : Of course, the deprecia­
tion on the income tax return may be 
entirely different from the depreciation 
taken on the books. You may not take 
as much depreciation on the income tax 
returns as is as shown on the books. You 
won’t get into any particular difficulty by 
a change in the light of present knowledge 
of the conditions.
Mr. S a g a l : In reference to Mr. Suf­
fern’s question, we have to go back a little 
farther before we decide whether they are 
understated or overstated. We are taking 
book figures and a cost basis of six, 
seven, eight or twelve years ago. Just 
because on a book basis a depreciation rate 
has been shown too high or too low does 
not mean that the value as of today follows 
the depreciation rate taken against the 
cost of ten or twelve years ago, because 
although the book figure may be lower, 
overstated or understated, your present- 
day replacement values take into considera­
tion present-day costs and may make up 
for the deficiency of putting it down still 
further.
Mr. S u n l e y  : Shall we discuss the 
matter of the base for depreciation, re­
gardless of the rate?
M r . H i l a r y  H .  O s b o r n : (Nashville, 
Tenn.) : It seems to me that we in practice 
have been guided too much by the 
Treasury Department with respect to de­
preciation. I found that the Government 
men want to use a straight-line basis and
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away back yonder they start in on a com­
posite rate for a group of assets. Wouldn’t 
this be a good time for accountants to 
change their basis of depreciation and not 
follow the straight-line basis? We should 
have something to say in connection with 
this, in behalf of the taxpayer as well as 
the Government issuing arbitrary rules and 
rates. Several years back, of course, they 
were claiming accelerated depreciation 
because of longer usage, overtime work, 
and so on. I don’t see why we shouldn’t 
give some consideration to the matter of 
the changing basis, probably an hour basis 
for some class of machines, and that sort 
of thing.
M r. S u n l e y :  Gentlemen, we now have 
three distinct questions before us. We 
started out with the rate, then we got to 
the base, and now we have reached even 
the method.
C h a i r m a n  B u c h a n a n  : Time is up on 
the subject.
Mr. S c o t t : Mr. S u n le y , y o u r  q u e stio n  
o rig in a lly  c o n te m p la te d  w h e th e r  o r  n o t  w e  
w o u ld  h a v e  a  fix e d  p o licy  in  d e a lin g  w ith  
clie n ts , w h e th e r  o r  n o t w e  w o u ld  h a v e  a  
fix e d  p o lic y  in  d e a lin g  w ith  th e se  d e p re c ia ­
tio n  a d ju s tm e n ts . My re a s o n in g  sa y s  e a c h  
c a s e  h a s  its  o w n  m e r its  a n d  I  d o n ’t  b elieve  
th a t  w e  c a n  e sta b lish  a  fix e d  p o licy .
M r . S u n l e y  : You might say any change 
in depreciation rates on accounting records 
will upset the comparisons from year to 
year and, therefore, we decided as a 
general policy to insist on the continuance 
of the old rates, despite any change under 
Treasury Decision 4422, admitting there 
might be exceptions to that general policy. 
Or, you might say, we will insist where 
there has been a change because of 
Treasury Decision 4422, on going back to 
the life of the asset and recast the de­
preciation, and naturally, our surplus ad­
justments in the particular years.
M r. S c o t t :  And th e n  ru n  a fo u l  --------
M r . S u n l e y : In a great many cases, I 
believe you won’t. In the majority of 
cases, you wouldn’t have any difficulty.
M r . S c o t t  : As a matter of fact, I  don’t 
think we are going to find very many 
cases where they have taken too little de­
preciation.
M r. S u n l e y :  I w a s  surprised to hear 
M r. Turner make that statement It has
been my experience with the accounts I 
have seen, there has been too much de­
preciation taken, rather than too little.
M r . S a g a l : In the last two or three 
years, depreciation has been considerably 
lowered and that cuts the assets in half. 
They didn’t take enough depreciation.
M r . S u n l e y : In other words, we find 
depreciation regulating profits.
C h a i r m a n  B u c h a n a n  : I f  you have 
some further comments in this connection, 
the Committee would appreciate your ad­
dressing them through The American 
Society in Washington. The record 
closes in thirty days. We would appreciate 
something in writing.
We want to be sure to get two out of 
the three subjects in, so I am going to ask 
Mr. Payne if he will present the question 
of Operating Deficits and Paid-in Surplus.
M r . P a y n e  : It may be easier to 
settle questions regarding T. D. 4422 than 
to settle this question as to the propriety 
of charging earned surplus deficits to 
paid-in capital. The question also involves 
the propriety of charging other extra­
ordinary items to earned surplus o r  to 
paid-in capital. In Chicago a year ago, 
after the passage of the 1933 Illinois 
Corporation Act, a group of Chicago ac­
countants who had helped the Chicago 
Bar Association in drafting the Act, at­
tempted to help them interpret some of 
its language. The Bar Association Com­
mittee asserted that the law permitted 
earned surplus deficits to be charged to 
paid-in surplus. The accountants held 
that it did not, because while the law was 
worded in such a way as to permit paid-in 
surplus to be created out of an excess of 
the consideration received from the shares, 
it also permitted only dividends on pre­
ferred stock to be paid out of such sur­
plus, and that therefore the charging of 
an earned surplus deficit to the paid-in 
surplus account would in effect permit, at 
a later time, the payment of dividends to 
common stockholders out of paid-in sur­
plus. The law specifically does not permit 
this. The lawyers finally circumvented the 
opinions of the accountants by going to 
Springfield and getting an amendment to 
the Act. This amendment in my opinion 
makes the Act contradictory within itself.
During the discussions, a statement was
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made with which Professor Hatfield takes 
issue in his article in “T he Accounting R e­
view” . for September. He said: “During 
the recent discussion regarding the 
Illinois Corporation Act, it was stated 
that ‘accountants say the charging off of 
an operating deficit against paid-in sur­
plus violates one of the fundamental 
principles of accounting.’ ” Then he goes 
on to quote certain authorities, such as 
Kester, 1933; Montgomery, 1927; Paton, 
1932; Bell, 1921; G. E. Bennet, 1922; Sun­
ley & Pinkerton, 1931; Couchman, 1924.
Eric Kohler, in an editorial appearing 
in the same issue of the “Accounting R e­
view” points out that Professor Hatfield 
may have missed the main point of the 
Chicago accountants, which was “Should 
charges to paid-in surplus be permitted 
without the consent of the stockholders?” 
He goes on to say: “Such charges, as all 
accountants know, are not limited to 
earned-surplus deficits, but may include 
losses from plant devaluations, losses or 
provisions therefor arising from foreign 
exchange, losses from the closing of 
branch stores, and other extraordinary 
items which are deemed to be of a non­
recurring character.”
In other words, it gets into this ques­
tion of whether extraordinary charges 
may be charged to paid-in surplus without 
the consent of the stockholders. Regard­
less of what the law may permit, Professor 
Hatfield says that “Banks and insurance 
companies may dispose of their stock for 
a sum greater than its par or stated value 
in order to pay for the cost of organiza­
tion, including the selling of stock, to pro­
vide funds from which the unprofitable 
operations of early years may be paid, or 
to lay a substantial foundation for loss 
reserves.”
Kohler comes back with a statement 
that this was possibly true among the 
banks and insurance companies but that 
ordinary profit enterprises rarely have sold 
par value stock at a premium for that pur­
pose.
To shorten it so we can get at the main 
discussion, I suggest that the whole 
question is whether these extraordinary 
charges should be made to paid-in or 
capital surplus without the consent of the
stockholders, and whether if the directors 
are permitted to make these charges or 
charge earned surplus deficit to paid-in 
surplus, what we as accountants are to do 
regarding full disclosure.
I submit this as the question: “Should 
we insist on a stockholder’s resolution or 
authority to substantiate the extraordinary 
charges to paid-in or capital surplus ? 
Should we insist that the stockholders 
have full knowledge and give their own 
consent to this, or are we willing to accept 
the directors’ resolution in the matter ? Are 
we going to permit such charges even 
without directors’ resolution and on our 
own authority?”
T. J . W i t t i n g  (Denver, Colo.) : Isn’t 
that a matter of the by-laws of the corpora­
tion?
M r . P a y n e  : That is true, but the 
directors may allocate certain of the 
original consideration received, to paid-in 
surplus and then permit extraordinary 
charges to be made against this paid-in 
surplus account without the consent or 
knowledge of the stockholders.
W i l l i a m  B. C a s t e n h o l z  (Chicago,
Ill.) : Mr. Payne, the Illinois statute does 
make a provision that dividends may be 
paid out of paid-in surplus upon complete 
disclosure to the recipients that such is 
being done.
M r. P a y n e  : Only to preferred stock­
holders.
M r. C a s t e n h o l z :  I should qualify that. 
That would indicate, or imply at least that 
the paid-in surplus is some kind of a 
reservoir which may be used for taking 
care of unusual situations. If we declare 
dividends out of paid-in surplus, the divi­
dends are supposed to come out of earned 
surplus, aren’t they? So, it would seem 
that the paid-in surplus has inherent in it 
at least an element of something extra­
ordinary which, to a certain extent, is the 
equivalent of earned surplus.
M r . P a y n e :  But if the earned surplus 
account is relieved of charges which would 
otherwise reduce it, then by virtue of 
allowing that surplus to remain larger 
than otherwise, you are in effect, per­
mitting dividend payments to common 
stockholders which the law does not con­
template.
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The question resolves itself into this, 
“should we not, as a professional body, 
define and analyze, at least for the sake of 
uniformity, the various kinds of surplus? 
We speak of capital surplus and in the 
next breath we say that it includes various 
other things; we speak of paid-in surplus 
and say that includes capital surplus or 
what have you. If  we were more specific 
in our definitions, so that we as account­
ants are uniform in its application, it 
might be of some benefit.
The Federal Trade Commission is forc­
ing our hand by stating what it will con­
sider as paid-in surplus and what it will 
consider as revaluation surplus.
M r . C a s t e n h o l z : Wasn’t there some 
interpretation made recently which indi­
cated that the term “capital surplus” 
should entirely disappear from our termi­
nology ?
M r. P a y n e : I wonder if it shouldn’t ;  
we m ight then all be talking about the same 
thing in the same language. T he n ext 
question is, w hat we shall perm it to  be 
charged against those specific surpluses.
W i l l i a m  S u r o s k y  (Paterson, N. J .)  : 
Suppose you get a condition where the law 
defines the paid-in surplus as part of the 
capital, where you can’t declare any divi­
dends out of it at all?
M r . P a y n e : That is New York law, is 
it not ?
M r . S u r o s k y : It is also a New Jersey 
court interpretation. It is the actual paid- 
in value, not the par value but the value 
actually paid-in, out of which you cannot 
pay dividends.
M r . P a y n e  : D o e s  th a t  a lso , b y  in f e r ­
e n ce , h a v e  th e  e ffe c t  o f  n o t  p e rm ittin g  a n y  
c h a r g e s  to  be m a d e  t o  it ?
M r . S u r o s k y : The value must be kept 
there before you can declare any kind of 
dividends.
M r . P a y n e  : In that case, your situation 
is simplified because the directors and all 
others, are stopped from making any 
charges. You have a paid-in surplus that 
is paid-in capital.
M r . S u r o s k y  : It is the excess over the 
par value of the stock.
M r . P a y n e  : A s  to  th e  q u e stio n  o f  p e r ­
m ittin g  o f  e a rn e d  s u rp lu s  d efic its  a g a in s t  
e ith e r  p a id -in  ca p ita l  o r  p a id -in  su rp lu s  
sh o u ld  w e  n o t in sis t th a t  th e  s to c k h o ld e rs
act upon it as they would act in the case 
of a reorganization and not take merely 
the directors’ resolution?
M r . S u r o s k y : I think you are right 
from a legal standpoint. Then nobody can 
be hurt. I f  you permitted it and didn’t 
disclose it on the balance sheet, the direc­
tors might claim you had no right to do 
it but if the stockholders acted on it, the 
directors would be stopped from later set­
ting up that question.
M r . P a y n e :  There probably wouldn’t 
be any great difference of opinion between 
Professor Hatfield and Mr. Kohler if the 
stockholders were consulted and had con­
sented. Professor Hatfield states that 
such charges may be made and Mr. Koh­
ler states that they may be made if the 
stockholders give consent. Then we come 
down to the question as to definitions and 
uniformity in practice for handling these 
various capital surplus accounts.
M r. S a g a l :  On the balance sheet, 
doesn’t the law require that they be shown 
as separate items?
Mr. P a y n e  : There are certain State 
corporation laws which require that. In 
Michigan the various sources of surplus 
must be shown. In Illinois, if anything is 
paid out as dividends from paid-in sur­
plus, the stockholders must be notified. 
Perhaps Mr. Castenholz can tell us about 
that.
M r. S a g a l :  It shows on your balance 
sheet at the end of the year.
M r . C a s t e n h o l z  : The only other pro­
vision where a statement must be made on 
the balance sheet is with reference to 
treasury stock. Treasury stock can only 
be purchased by a corporation out of its 
earned surplus. It must have sufficient 
earned surplus and it must be shown as a 
deduction from the earned surplus.
M r . S a g a l  : Is that a State law in 
Illinois ?
M r . P a y n e  : Certain attorneys in Illinois 
hold that treasury stock must be deducted 
from earned surplus. The Illinois law de­
fines earned surplus by a process of elimi­
nation. It states that earned surplus does 
not include this, or that, and the other 
thing which by inference leaves only 
earned surplus.
M r. S a g a l :  Of course, if you dump 
something into your paid-in surplus, your
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earned surplus isn’t true.
M r . P a y n e : That is the crux of the 
discussion here today. What we are going 
to do about it ?
M r . S a g a l : Aren’t you going to play 
safe by showing your paid-in surplus on 
your balance sheet? It is prima-facie 
evidence that there have been certain 
changes made and the accountant is safe 
if he reflects them on his balance sheet.
M r . P a y n e : A s  lo n g  a s  th e  a c c o u n ta n t  
m a k e s  fu ll d is c lo s u re  h e  sh o u ld  be s a f e .
M r . S a g a l  : Until this thing is taken up 
for a ruling, the accountant is safe because 
he is following out his line of duty, not 
assuming anything himself. If  there is any 
question about that item on the balance 
sheet, it can be taken up directly with the 
board of directors.
M r . C a s t e n h o l z : I would like to have 
you explain, at any rate, how all of these 
things in Illinois and many of the other 
states that have adopted these Securities 
Acts are tied in with the idea that the cor­
poration is to be protected, at least in a 
certain minimum and that minimum is de­
fined as a stated capital of the corporation. 
If the stated capital is defined in a certain 
way (and, of course, it becomes then un­
touchable from the standpoint of dividends 
or other uses) doesn’t that put the rest of 
the surplus into a more flexible form than 
we think of the corporate structure, as we 
are accustomed to think of it, as capital 
stock and then merely surplus ? In Illinois, 
it is not just capital stock that may be 
stated capital, but capital stock plus other 
things.
M r . P a y n e : You mean from the stand­
point of the protection of the stock­
holders, the owners of the business?
M r . C a s t e n h o l z  : I  w o n d e r  if  all th o se  
th in g s  a r e n ’t  re la te d  in th e  p r o p e r  u n d e r­
s ta n d in g  o f  th e s e  o th e r  p h a se s  o f  su rp lu s .
M r . P a y n e : If  the stockholder has 
reason to believe his contribution is to re­
main intact, then of course you come back 
to—
M r . C a s t e n h o l z : Y o u  c o u ld n ’t  c h a r g e  
d eficits  a g a in s t  s ta te d  c a p ita l.
M r . S a g a l : The only way it could be 
depleted would be by operating deficits.
M r . C a s t e n h o l z : In Illinois, the law­
yers do it for us.
M r . S c o t t : I s that fixed surplus?
M r . C a s t e n h o l z : The stated capital is 
fixed by legal definition.
M r . P a y n e : Y ou  c a n  o n ly  in c r e a s e  o r  
d e c re a s e  th e  s ta te d  ca p ita l  w ith in  c e r ta in  
lim its . Y o u  c a n  in c re a s e  it  b y  s to c k  d iv i­
d en d s a n d  s u c h , b u t y o u  c a n  d e c re a s e  it 
o n ly  b y a  re o r g a n iz a tio n  o r  s to c k h o ld e rs ’ 
a ctio n .
As I understand the New York law, 
paid-in surplus is a part of the capital and 
cannot be disturbed. In Illinois, allocation 
of paid-in surplus may be made out of the 
original consideration received for the 
shares. The board of directors may allo­
cate to paid-in surplus a certain part of 
the consideration and out of that con­
sideration they may pay dividends on pre­
ferred stock. They now, by amendment 
to the law, say that you may also charge 
paid-in surplus with earned surplus 
deficits.
M r . S u f f e r n  : May I make this sugges­
tion in regard to the New York law? The 
New York law holds to a stated capital 
which, on the books, may be the sum of 
the various capital stock accounts, plus a 
capital surplus, but it doesn’t have to be 
the entire surplus with which the corpora­
tion began business. S o  to use figures for 
a moment, we will say the stated capital 
of a corporation, according to its charter, 
(and therefore fixed by law), is a million 
dollars, of which they have various classes 
of capital stock to which they have given 
value, at par or at no par, of seven 
hundred thousand dollars. In the action 
of the board of directors in appraising the 
assets acquired (I  am now considering a 
corporation taking over a business) they 
may have created a capital surplus at the 
date of incorporation of five hundred 
thousand dollars. They, therefore, begin 
business with a capital stock account of 
seven hundred thousand dollars capital 
surplus, of which three hundred thousand 
is stated capital and two hundred thousand 
represents the excess value given by the 
directors to the assets over and above the 
stated capital. They, therefore, if it is in 
one account, have two parts to the capital 
surplus account —  one, three hundred 
thousand dollars, which must be preserved 
as a part of the stated capital of the cor­
poration ; and, the other, two hundred
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thousand dollars, resulting from the 
directors’ opinion as to the value of the 
assets. If  there comes a time when it 
becomes necessary to reappraise assets, the 
same directors that construed a two hun­
dred thousand dollar surplus, have the 
power, under the law in the State of New 
York, to modify the value of those assets 
and that reduction to come out of the two 
hundred thousand dollar part of the 
capital surplus. It is not necessary, if that 
two hundred thousand dollars is reduced 
even by the transfer of earned surplus 
deficit, to call in the stockholders. We 
might pass a resolution that this would be 
the desirable practice, but that could not 
be made mandatory upon the clients. They 
need not call a stockholders meeting 
because the directors may determine what 
items are to be charged against that excess 
of surplus over stated capital.
I only mean that with different State 
laws, we cannot, of necessity, require a 
corporation to go beyond that. I do think 
we ought to have complete revelation. If 
we have reduced the capital surplus, this 
should not only be revealed to a stock­
holder by comparing the previous state­
ments but there should be complete 
information in regard to the reduction. We 
cannot in New York State require the 
stockholders to meet, merely because of the 
resolution of a group of accountants.
M r . S u r o s k y  : I doubt very much 
whether the State law usually gives the 
directors that authority, but you will find 
in any well-drawn corporation charter, 
authority for directors to take action.
M r . R o s c h e r : I know a case in New 
York where a corporation was reorganized 
in 1925 and had a surplus of fifty 
thousand dollars. The attorneys stated 
that paid-in surplus could be used.
Mr. P a y n e : Most of the State laws 
would permit, (and this is particularly 
true in this case) the payment of stock 
dividends but would not recognize it as 
available for cash dividends.
M r . S u n l e y  : I  think that a part which 
I have marked here in Professor Hat­
field’s article is particularly good. Pro­
fessor Hatfield says (not giving you all of 
it) : “Hence the idea was introduced that 
such a corporation must have a fund,
which while it might be dissipated by 
business, or exceptional losses, was not 
subject to return to the shareholders. 
Notice is given to the public of the amount 
of this buffer fund by designating it as 
Capital Stock. But while this may be held 
inviolable, there is no reason why share­
holders may not contribute other sums, not 
designated as Capital Stock, without any 
implication that they may not be used in 
any way that the corporation itself 
determines.”
M r . T u r n e r : Mr. Payne, in Penn­
sylvania in the last year and a half, they 
have adopted a new corporation code, it  
doesn’t give any indications as to what you 
may charge to the various surplus ac­
counts, but in defining funds out of 
which dividends may be paid, they say that 
dividends only can be paid out of the sur­
plus of the assets over the liabilities less 
the capital paid in, whether it is repre­
sented by capital stock or not. So you see, 
under the Pennsylvania law, we might 
decorate the balance sheet with all kinds of 
surplus and make various charges, but 
when it comes to the payment of dividends, 
it always comes out in the wash and means 
that only dividends can be paid out of 
earned surplus less operating deficits.
M r . P a y n e : What is your understand­
ing of the reason for Pennsylvania creat­
ing a paid-in surplus and then stipulating 
no dividends may be paid out of it ? What 
charges, if any, may be made against that 
paid-in surplus account? I wonder there­
fore why Pennsylvania created paid-in sur­
plus at all.
M r . T u r n e r : In Pennsylvania, we have 
a capital setup somewhat like Mr. Suffem 
has described in New York. You can 
have an assigned par value to various 
classes of stock, and then you can 
designate, from the excess of assets 
paid-in, a certain amount of stated value 
for your no-par stock. You can still have 
surplus that is paid in and in excess of 
that assigned to your various classes of 
stock which, of course, is paid-in surplus, 
and which is part of the capital structure.
Under the definition of what you pay 
dividends on, it automatically becomes 
capital. Dividends can only be paid out 
of earned surplus. Even if you revalue
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your assets, under the Pennsylvania law, 
you come out at the same place because 
you must deduct from the value of your 
assets your liabilities and your paid-in 
capital. Then that gives you the fund 
out of which dividends may be declared. 
It would all come out in the wash.
M r . S u f f e r n  : That would go in as a 
paid-in surplus, would it not?
M r . T u r n e r : It would still be in the 
picture on that basis, I suppose, without 
revaluation of assets.
M r . P a y n e : In most cases, they limit 
the revaluation surplus to the payment of 
stock dividends. Then comes this ques­
tion: The accountants should study the 
State corporation law under which the 
client is incorporated, and then apply com­
mon sense in making full disclosure. If 
we can’t get the stockholder’s consent to 
these things we can protect ourselves only 
by full disclosure.
M r . C a s t e n h o l z  : I am glad Mr. Payne 
made that statement because there seems 
to be a wave in the entire country in the 
direction of these various securities acts.
I  believe there are at least a dozen states 
that have such Acts. I think we must 
familiarize ourselves with the stipulations 
and terms of those Acts. It certainly is 
going to regulate, without question, the 
form of our statements and the dis­
closures that we must make for various 
purposes, for stock exchange and other 
public purposes.
M r . P a y n e  : In that connection, and not 
to get off on another subject, these 
different State laws have different ways 
of stating what may be done by a corpora­
tion in the purchase of its own treasury 
shares. In Illinois, the cost of treasury 
shares definitely restricts the earned sur­
plus, which may be paid out in dividends 
or used for the purchase of additional 
shares. In most cases, the State laws will 
not permit the purchase of treasury shares 
where the cost would create an impairment 
of capital. By inference, therefore you 
could purchase them only out of surplus. 
For that reason such purchases may be re­
stricting the surplus, (in fact, all sur­
pluses) available for dividends. Now we 
come up against the question of proper 
and adequate display of treasury shares 
on the balance sheet. Some public ac­
counting firms, one prominent one in par­
ticular, have decided that the cost of 
treasury shares should be deducted from 
the combined capital and surplus.
C h a i r m a n  B u c h a n a n  : In closing per­
mit me to put this question, don’t you 
think the time has come when the ac­
countants must eliminate this term “capi­
tal surplus ?”
" Securities” and the Federal 
Securities Acts
by H a r r y  L a n d s m a n , C.P.A., Detroit, Michigan.
T HE Federal Securities Act of 1933 and Federal Securities Exchange Act 
of 1934 provide for the registration by the 
issuer of any “security,” subject to the 
rules and regulations that may be promul­
gated by the “Commission” (having juris­
diction) at any time with exception of 
such “securities” as are specifically ex­
empted.
Though the Commission has defined the 
word “securities” in Section 2 of said 
Acts, as hereinafter detailed, it becomes 
very important that proper interpretation
must be given the term “securities” in or­
der to determine the applicability of the 
Federal Securities Act.
“Securities” is a general term for evi­
dences of debt, of indebtedness or of prop­
erty, as a bond or certificate of stock; in­
struments evidencing title to or interest in 
property, promise to pay money, written 
assurances for the return or payment of 
money.
Further, in commercial parlance, the 
term is understood to be a flexible one and 
to be largely used in a different and wider
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sense, as the meaning of “investments,” 
although what the word means must de­
pend mainly upon the construction of any 
particular instrument.
Basically, “securities” includes in its 
broadest meaning and its ordinary accepta­
tion, every interest or right, whether legal 
or equitable, absolute or contingent.
In Schomoyer v. Van Hosen, et al. 111 
Kas. 759, a “security” is defined as “stock 
certificates, shares, bonds, debentures, cer­
tificates of participation, contracts, con­
tracts or bonds for the sale and convey­
ances of land on deferred payments or in­
stallment plan, or other instruments in the 
nature thereof by whatever name known 
and called.”
Also, in People v. McCalla, 63 Cal. App. 
783, a security is “any instrument issued 
or offered to the public by any company 
evidencing or representing any right to 
participate or share in the profits or earn­
ings or distribution of assets of any busi­
ness carried on for profit, the contract be­
tween them not being one of agency.”
In Lewis v. Creasey Corp., 198 Ky. 409, 
“its definition does not include interest, in­
come from the lending of money or the 
profits which one might make by his own 
efforts as the result of any commercial 
contract which he might enter into.”
In re: Scores, 94 L. J. Ch. 196 “at the 
present day, the word * * * is used fre­
quently if not universally in the extended 
meaning of investments.”
Legally, it has been held not to include 
cash in bank, nor contracts for future de­
livery of a commodity, nor judgments or 
mere choses in action, or warehouse re­
ceipts as used in commercial transactions.
Under Section 2 of the Securities E x­
change Act as amended, the term “secur­
ity” is defined as “any note, stock, treasury 
stock, bond, debenture, evidence of indebt­
edness, certificate of interest or participa­
tion in any profit-sharing agreement, col­
lateral-trust certificate, preorganization 
certificate or subscription, transferable 
shares, investment contract, voting-trust 
certificate, certificate of deposit for a se­
curity, fractional undivided interest in oil, 
gas or other mineral rights, or, in general, 
any interest or instrument commonly 
known as a 'security,’ or any certificate
of interest or participation in temporary 
or interim certificate for, receipt for, guar­
antee of, or warrant or right to subscribe 
to or purchase any of the foregoing.”
Among the securities listed as being ex­
empt from registration under the Act are:
Any securities issued by or guaranteed 
by the United States or any political sub­
division thereof; certificate of deposit for 
any of the foregoing, or any securities 
issued or guaranteed by any national bank 
or any banking institution or building, sav­
ings and loan association organized under 
the laws of any State and supervised by 
the State Banking Commission or other 
similar officer.
Also, any note, draft, bill or exchange 
or bankers’ acceptance arising out of a 
current transaction and not maturing in 
excess of nine months from date of issu­
ance, is also exempt.
The term “security” as defined by the 
Act, is very broad and general, and in­
cludes the many types of instruments that 
are construed in the commercial field as 
such, and in addition many other instru­
ments that must be examined in detail in 
each particular case.
As the Commission has made few regis­
trations to date or issued rulings regarding 
the applicability of the law to those instru­
ments of interest, which are doubtful of 
being determined as “securities,” it might 
be advisable to refer to legal decisions 
and/or opinions of the Attorneys General 
of those states having “Security Regis­
tration Acts” (so-called Blue Sky Laws), 
to provide a basis for possible determina­
tions of the Commission on future rulings 
as to the “securities” scope of the present 
Federal Securities Act.
As regards the terms stocks, notes, 
bonds, debentures, or other evidences of 
indebtedness, these are instruments very 
definite in their meanings and intents, and 
are so recognized by law and commercial 
usage as “securities” and, therefore, no 
further comment is necessary.
Referring to the other types of instru­
ments, outlined as “securities” under the 
Act, not mentioned in the preceding para­
graph, the following cases, similar in gen­
eral scope, are presented as examples of 
determinations already made by proper
1935 T H E  C E R T IF IE D  P U B L IC  ACCOUN TANT 167
and competent legal authority.
As the characteristics of the cases out­
lined hereafter are of a general nature, it 
is almost an impossibility to present them 
as types listed under Section 2. However, 
an attempt has been made to present them 
under the following general headings:
Certificates of Interest and/or Profit 
Sharing Agreements.
Collateral Trust Certificates.
Preorganization Certificates.
Interests in Oil, Gas or Mineral Rights.
Certificates o f Interest and/or Profit 
Sharing A greem ents
In any sales plan, certificates issued with 
the sale of a product, and wherein such 
certificate entitles the holder thereof to re­
ceive a portion of the common stock of 
the corporation, said certificate is a secur­
ity.The certificate is not given away or do­
nated, but is in fact conveyed for a valu­
able consideration being a part of the sales 
price of the product. It is an instrument 
representing a right to participate in the 
earnings or distribution of assets of the 
corporation.
Opinion of Attorney General of Wash­
ington, July, 1928.
Opinion of Attorney General of Cali­
fornia, December, 1928.
A certificate issued for a consideration 
upon the agreement of the issuer that the 
holder of said certificate would not be 
charged in excess of a certain amount of 
profit on each unit of product sold to the 
certificate holder, the salaries of the offi­
cers to be included in said profit, is a profit 
sharing certificate and, therefore, a se­
curity.
Opinion of Attorney General of Minne­
sota, January, 1928.
Goodwill contracts and coupon book 
Purchase Agreements, wherein the issuing 
company agrees to set aside from gross 
receipts certain funds for distribution 
among said purchasers, is also construed 
as a profit sharing agreement.
Opinion of Attorney General of Wis­
consin, April, 1931.
A certificate of membership in a busi­
ness, providing that after purchasing a 
stated amount of products at regular 
prices, all further purchases would be
charged at an amount per unit not in ex­
cess of a certain amount above the seller’s 
cost, is not an investment in or under a 
profit sharing or participating agreement 
and not a security.
Opinion of Attorney General of Minne­
sota, March, 1930.
Certificate of interest in or fractional 
interest in an invention, trade marks (reg­
istered or unregistered) or patents are 
securities.
State v. Swenson, 172 Minn. 227.
Opinion of Attorney General of Connec­
ticut, February, 1932.
Opinion of Attorney General of Cali­
fornia, March, 1932.
A certificate of fractional interest or 
participation in an invention, though it 
need not entitle the holder to share in the 
profits or earnings of the patent, is a 
security.
Opinion of Attorney General of Cali­
fornia, November, 1931.
Agreements or contracts, wherein do­
mestic and/or furbearing animals are 
boarded, ranched, leased for a money con­
sideration or for a share of the natural 
increase—all owners of animals sharing 
in the natural increase in animals and the 
animals not being branded or segregated 
for identification purposes, is a certificate 
of interest in a profit sharing agreement, 
and therefore, a security.
State v. Robbins, 240 N.W. 456.
Opinion of Attorney General of Cali­
fornia, January, 1932.
Income Coupon Contracts representing 
profit sharing rights in rabbits are secur­
ities within the Pennsylvania Securities 
Law.
Commonwealth v. Sofield (Penn.) 38 
Dauph Co. Rep. 233.
A sale and ranching agreement executed 
concurrently, under which the purchaser 
purchases animals and executes the ranch­
ing agreement and thereby acquires an in­
terest in the company constitutes a secur­
ity.
Opinion of Attorney General of Wis­
consin, August, 1929.
It should be noted that contracts relat­
ing to specific animals and their offspring, 
or that purchase and sales of animals
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wherein the seller keeps, feeds, breeds and 
sells the animals upon a percentage of 
profit is not a security.
Opinion of Attorney General of Indi­
ana, August 8, 1928.
Opinion of Attorney General of Illinois, 
September 15, 1918.
Certificates of membership in a non­
profit cooperative association, which mem­
bership represents a right in the holder 
thereof to share in the profits of a business 
are securities.
Opinion of Attorney General of Cali­
fornia, November 1, 1930.
Purported subscription agreement for 
membership in cooperative association re­
citing that the applicant subscribes a cer­
tain amount for a membership and that 
said membership shall be entitled to cer­
tain discounts and also a certain pro-rata 
share of the net earnings of the associa­
tion, is an “investment contract” and also 
a “profit sharing or participating agree­
ment or scheme” and a security.
Opinion of Attorney General of Min­
nesota, January 23, 1933.
Certificates of membership in a corpora­
tion formed to discover data concerning 
the assets of the estates of certain deceased 
persons and the descendants of these per­
sons, are securities.
Cotterlin v. State, Greene Co. Ct. of 
App. of Ohio, January 5, 1934.
A “certificate of service” which gives the 
owner thereof a right to receive all ser­
vices, materials and supplies in connection 
with burial of dead on “cost plus” basis 
and which entitles him to no voice in man­
agement of company affairs, is construed 
to be a “certificate of interest” and a se­
curity.
Opinion of Attorney General of Utah, 
August 20, 1926.
Membership entitling the holders to use 
of property, wherein it appears affirmata­
tively that the members acquired no inter­
est whatever in the property nor in any 
profits to be realized from any business, 
is construed not to be certificates of inter­
est in the title to any property, and are not 
securities.
Opinion of Attorney General of Cali­
fornia, April 14, 1932.
Also, memberships in a non-profit or
non-stock corporation in which no divi­
dends or profits were to be paid to a mem­
ber are not securities.
Hocker v. Goldberg, 263 Ill. App. 73.
Further, a contract of membership in 
an association which gave the member the 
right to purchase goods from the associa­
tion at a small stipulated percentage above 
cost, but which gave no other interest to 
the member in the association and under 
which there was no obligation to pay 
money on the part of the issuer is not a 
security.
Creasy Corp. v. Enz Bros. Co., 177 Wis. 
49. 
Life memberships in a club, free from 
payment of dues or assessments but ex­
pressly providing that the holder shall 
have no interest in the property of the 
club nor assume any liability therefor, are 
not securities.
Opinion of Attorney General of Minne­
sota, September 28, 1926.
Contracts for the sale of land, with an 
agreement on the part of the seller to cul­
tivate, harvest and/or market crops and to 
divide the proceeds with the buyer, are 
contracts for investments in a profit shar­
ing scheme and securities.
Kerst v. Nelson, 171 Minn. 191.
A contract for the sale of real estate, 
wherein, after the making of a down pay­
ment by the purchaser, the balance due on 
said contract is not to be paid out of the 
purchaser’s funds, but out of the net prof­
its arising from the company’s cultivation 
of said real estate, is an “investment con­
tract” and a security.
Probacka v. Hemmer Miller Develop­
ment Co., 256 Ill. App. 331.
A real estate sales contract in the form 
of an offer to purchase a fractional inter­
est in and to certain real estate, the offer 
to be made to the issuing company and 
accepted by it is clearly a “Certificate of 
Interest or Participation” and a security.
Opinion of Attorney General of Ken­
tucky, October 9, 1928.
An instrument purporting to be a re­
ceipt evidencing an investment in a land 
syndicate, but denominating the interest 
therein as a “unit” is a security.
Ross v. Conden, 22 Ohio App. 330.
Whereas a receipt for a contribution to
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a common fund for purchasing a tract of 
land through an agent, wherein said con­
tributor was to have a proportionate inter­
est in the land if purchased, otherwise the 
sum contributed is to be returned, is not 
a security.
Opinion of Attorney General of Indiana, 
November 20, 1925.
Collateral Trust Certificates
An instrument which recites payment 
for “units of interest” in a co-partnership 
or certificates representing ownership of 
units of interest in a syndicate are “se­
curities.”
State v. Whiteaker, 118 Ore. 656.
Bond v. Coe, 134 Ore. 440.
A unit in a trust estate, evidence of 
which was in the form of a deed of trust 
issued by a bank holding title to land as 
trustee for the benefit of unit holders is a 
security.
Joffe v. Goldner et al, 251 Ill. App. 188.
Certificates to be issued under a common 
law business trust agreement giving the 
holders thereof rights comparable to those 
of corporation stockholders with full pow­
ers of management and control vested in 
the trustees, are securities.
Opinion of Attorney General of Okla­
homa, December 28, 1933.
A certificate representing an interest in 
a trust estate, wherein the certificate holder 
has practically no interest in the property, 
except the right to his distributive shares 
is a security, representing a beneficial in­
terest in a trust or pretended trust.
Opinion of Attorney General of Minne­
sota, May 10, 1926.
An instrument which purports to be a 
receipt for an amount subscribed for a 
membership interest in a syndicate, and 
which instrument is transferable on the 
books of the syndicate when properly en­
dorsed, and which by its terms entitles the 
subscriber to a pro-rata interest in all earn­
ings and profits of the syndicate which the 
amount of the receipt bears to the total 
capital of the syndicate, is a security. 
Groby v. State, 109 Ohio 543.
Agreements on certificates of deposits 
under the terms of which the purchasers 
pay a sum of money into a “trading fund” 
or “pool” to be used in speculation in
grains, etc., are securities.
Opinion of Attorney General of Oregon, 
January 18, 1934.
An agreement which provides for the 
deposit by prospective investors of their 
own “securities” in an enterprise which 
promises profit to the proposed investors, 
is an investment contract and subject to 
the securities act.
Opinion of Attorney General of Minne­
sota, August 3, 1926.
Where the legal title to real estate will 
be taken by certain trustees for the benefit 
of those who contribute money toward the 
purchase price of real estate and each in­
vestor will receive a certificate of beneficial 
interest evidencing his interest in the trust, 
it appears that, as the interest of the bene­
ficiaries is one in a trust, it is a security.
Opinion of Attorney General of Minne­
sota, January 27, 1932.
On the contrary, participation certifi­
cates issued pursuant to the terms of a 
trust agreement under which the trustees 
were authorized to organize a limited part­
nership, with themselves as general part­
ners, and all other subscribers as limited 
partners, were not classed as “securities,” 
although the trustees in fact incorporated 
under the laws of the State.
Wood v. Meyer, 240 Ill. App. 100.
Preorganization Certificates
An option privilege to subscribe for 
stock of a corporation, whether called a 
right, warrant or otherwise, is a security.
Link, Petter & Co. v. Pollie, 241, Mich. 
356.
An instrument creating a present right 
to a present or future participation in 
either the income, profits or assets of a 
business carried on for a profit is a secur­
ity, although the appellant contends that 
the proposed corporation was not in exis­
tence and might never be organized.
People v. Oliver, 60 Cal. App. 753.
A right to purchase shares of a com­
pany’s stock was determined as not a se­
curity. The corporation was authorized to 
issue a certain number of shares of vari­
ous types of stock. The company offered 
its stockholders the right to buy ten shares 
of Class A stock at the price at which it 
was authorized to issue, and each was en­
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titled to ten shares regardless of how much 
or how little stock he owned.
Opinion of Attorney General of Cali­
fornia, January 7, 1932.
Interest in Oil, Gas or M ineral Rights
A unit in an association operating an oil 
enterprise under trust agreement is a se­
curity.
People v. Oliver 102 Cal. App. 29.
Barrett v. Gore, 263 P. 564.
Parts of or interests in an oil and gas 
lease amounts to “certificates of interest 
in an oil, gas or mining lease” within the 
definition of securities.
Opinion of Attorney General of Iowa, 
June 17, 1933.
Instruments called mineral deeds, evi­
dencing fractional interests to the holders 
of portions of the royalty, the producing 
company pays said mineral deeds in aggre­
gate, representing a fractional interest in 
the producing company lease, are secur­
ities.
Opinion of Attorney General of Wis­
consin, November, 1932.
An “option on a block of undivided in­
terest in oil or gas leases” is a security.
Opinion of Attorney General of Mis­
sissippi, February 28, 1933.
An agreement by which an investor in 
an association, in consideration of the pay­
ment of a stipulated amount per acre to 
a promoter, is to hold a pro-rata undivided 
interest of eighty acres in the number of 
acres secured for the association under a 
mineral or oil lease or prospecting permit 
issued by the Federal Government, is a 
security.
Opinion of Attorney General of Cali­
fornia, July 24, 1934.
An agreement which provides that, 
whereas certain individuals are the owners 
of a lease and option to purchase mining 
property, certain other persons shall con­
tribute money for the purpose of develop­
ing and acquiring such property and shall 
receive in consideration therefor an un­
divided interest in such lease and option, 
and which provides for the formation of 
a co-partnership, is a security.
Opinion of Attorney General of Cali­
fornia, August 11, 1934.
Where one having a lease and option on
mining property was selling interests there­
in and in a trust under which it was to 
be operated, evidenced by certificates and 
each representing a fractional part of the 
property and assets of the trust, such in­
terests were securities within the Corpo­
rate Securities Act.
Agnew v. Dougherty, 189 Cal. 446.
Written instruments providing that cer­
tain persons who had advanced money to 
defendant for operation of leased mining 
claim were “to have one-twentieth interest 
in all of the gold and other values recov­
ered from said claim after operating ex­
penses have been paid” and that when the 
co-partnership was incorporated such per­
sons should have one-twentieth of the 
stock, were securities.
People v. Claggett, 72 C.A.D. 1007.
A contract involving only the mutual 
promises of the parties as a consideration, 
by which a corporation engages to guar­
antee for a certain period the income to 
be derived from oil and gas royalties, is a 
security, where the contract is an inci­
dent of the sale of an oil and gas royalty.
Opinion of Attorney General of Okla­
homa, December 21, 1932.
An instrument which purports to con­
vey an undivided interest in and to all the 
oil, gas or other minerals in and under and 
that may be produced from certain lands 
and which is made subject to any existing 
oil or gas lease, “constitutes not only an 
undivided interest in real property” but 
also a security.
Opinion of Attorney General of Cali­
fornia, July 28, 1934.
A “memorandum contract” which pur­
ports to give the holder an interest in the 
property of a mining partnership, but 
which in effect, conveys only a right to 
share in the profits of the scheme, is a 
security.
People v. Reese et al, App. Ct. of Calif. 
76 C.A.D. 464.
A contract for the sale of lots in a sub­
division, the seller reserving the right in 
the warranty deed to drill for, mine, ex­
tract, remove, sell and dispose of all oil, 
gas, and other mineral products, and grant­
ing certain profits from these operations, 
to the purchaser, is within the provisions 
( Continued on page 189)
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Questions and Answers Department
E d it o r ,  W . T . S u n l e y ,  C.P.A., Educational Director 
International Accountants Society, Inc.
Solution to Problem 8 of May, 1934, Examination Service of The American 
Society of Certified Public Accountants, published on pages 746-748 of the De­
cember, 1934, issue.
While the problem does not specifically require formal journal entries they 
may be prepared to support the working trial balance. In this solution, the expla­
nations have been made purposely elaborate so that each step of the solution is 
clearly presented.
The amount of cash paid to the trustee as recorded up to and including entry
(8) is not sufficient to meet the first interest payment on the bonds; but the trustee 
had collected interest direct from the mortgagors which at that date had not been 
recorded. Entry (12) records cash paid to trustee to cover a deficit in the prin­
cipal fund.
When the journal entries have been completed, the working trial balance may 
be prepared. The first two columns show the debits and credits of the journal 
entries and the last two columns show the net debit or credit balance of each 
account. In the trial balance shown here, the accounts are listed in the order of 
first appearance in the journal entries and the debits and credits for each account 
are posted complete before the next account is listed. This procedure simplifies 
the determination of the number of lines on the working trial balance to be assigned 
each account and avoids crowding.
Upon completion of the trial balance, the various amounts may be classified 
mentally and the financial statements may be prepared.
As the bonds are issued in series, the amortization of the discount and expense 
recorded in entry (19) is calculated on the basis of the principal value outstanding 
during each of the three years. A detailed calculation of this amount is shown 
in the “Schedule for Amortization of Bond Discount and Expense,” accompanying 
the journal entries.
Mortgage Company 
JO URN A L E N TR IE S 
January 1, 1933, to December 31, 1933
(1) C ash .................................................................................  $50,000.00
Capital Stock (Authorized and Issued) . . . .  $50,000.00
To record issuance at January 1, 1933, of 10,000 
shares of no-par stock @  $5 per share.
(2) C ash .................................................................................  309,600.00
Discount and Expense on Bonds..............................  34,400.00
Cash in Hands of Trustee—Interest Fund........... 2,540.00
6%  Collateral-Trust Bonds................................  344,000.00
Accrued Interest on Bonds................................  2,540.00
To record issuance of bonds at 90 plus accrued 
interest for 80% of face value of mortgages 
received as follows:
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Date Face Interest
Issued Value A ccrued
1/2/33 $96,000 • • • •
2/1/33 72,000 $360
3/1/33 92,000 920
4/1/33 84,000 1,260
Totals $344,000 $2,540
(3) Mortgages Receivable ............................................... $430,000.00
(4 )
(5)
Interest Receivable Accrued on Mortgages.
C ash ........................................................................
Deferred Incom e.................................................
To record purchases of mortgages from Realty 
Corporation at 75% of face value plus interest 
accrued as follows:
Date Face Interest
Purchased Value A ccrued
1/2/33 $120,000 $485.49
2/1/33 90,000 112.82
3/1/33 115,000 301.00
4/1/33 105,000 231.86
Totals $430,000 $1,131.17
C ash..................
Discount and Expense on Bonds..............................
Cash in Hands of Trustee—Interest Fund...........
6% Collateral-Trust Bonds................................
Accrued Interest on Bonds................................
To record issuance of bonds on May 1, 1933, 
according to agreement. Interest accrued, 4 
months @ 6 %  per year.
Mortgages Receivable ...............................................
Interest Receivable Accrued on Mortgages...........
Cash in Hands of Trustee—Interest Fund...........
C a sh ........................................................................
Deferred Incom e.................................................
Interest Earned on Mortgages..........................
To record purchase of additional mortgages on 
May 1, 1933, according to agreement—less 
interest in default ($418.19) as follows:
Face Value of Mortgages...................  $7,500.00
Less—25% discount............................ 1,875.00
A dd—Accrued Interest
$5,625.00
106.40
1,131.17
$323,631.17 
107,500.00
5,400.00
600.00
120.00
6,000.00
120.00
7,500.00
106.40
418.19
5,731.40
1,875.00
418.19
Total Cash Paid........................ $5,731.40
Cash Paid to Trustee............................  $418.19
Cash Paid to Realty Corp...................  5,313.21
Total as above $5,731.40
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(6) Mortgages Receivable ...............................................  $54,750.00
Interest Receivable Accrued on Mortgages...........  142.13
C a sh ........................................................................  $41,204.63
Deferred Incom e.................................................  13,687.50
To record purchase of mortgages on June 1,
1933, according to agreement.
Note—With this purchase additional mortgages 
of $13,750, face value plus accrued interest 
thereon of $326.75, all in arrears were taken as 
part collateral, but were not recorded.
(7) C ash ................................................................................. 39,600.00
Discount and Expense on Bonds............................  4,400.00
Cash in Hands of Trustee—Interest Fund........... 1,100.00
6%  Collateral-Trust Bonds................................  44,000.00
Accrued Interest on Bonds................................  1,100.00
To record issuance of bonds on June 1, 1933, 
according to agreement. Interest accrued 5 
months @  6% per year.
(8) Cash in Hands of Trustee— Interest Fund........... 657.38
C a sh ........................................................................  657.38
To record payment to Trustee on June 30, 1933, 
to cover a deficit in the interest fund.
(9) Accrued Interest on Bonds....................................... 3,760.00
Bond Interest Expense...............................................  8,060.00
Cash in Hands of Trustee—Interest Fund. . .  . 11,820.00
To record payment of interest on bonds,
June 30, 1933, by trustee:
3% of $394,000 ........................ $11,820
Charge to Accrued
Entry 2 .................................. $2,540
Entry 4 ..................................  120
Entry 7 ............................ .. 1,100 3,760
Charge to Bond Interest 
Expense A ccount.................  $ 8,060
(10) Cash in Hands of Trustee— Principal Fund......... 6,000.00
Cash ...........................................................................  6,000.00
To record purchases from trustee of remaining 
unissued bonds on June 30, 1933.
(11) Cash ...............................................................................  9,800.00
Interest on Notes Payable............... .........................  200.00
Notes Payable .......................................................... 10,000.00
To record loan from First Trust Company on 
September 2, 1933, on four month’s note—Bonds 
of face value of $6,000, given as collateral.
(12) Cash in Hands of Trustee—Principal Fund......... 218.81
Cash ...........................................................................  218.81
To record payment to Trustee on December 31,
1933, to cover deficit in Principal Fund.
(13) Cash in Hands of Trustee— Principal F u n d .... 143,781.19
Mortgages Receivable.............................................  141,249.65
Interest Earned on Sinking Fun d s................. .... 2,531.54
To record effect on accounts of Trustee’s Principal 
Fund report on December 31, 1933.
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(14) Cash in Hands of Trustee—Interest Fund......... $20,613.48
Interest Earned on Sinking Funds.....................  $677.29
Interest Receivable Accrued on Mortgages. . .  . 1,379.70
Interest Earned on M ortgages............................  18,556.49
To record effect on accounts of Trustee’s Interest 
Fund report on December 31, 1933:
Total collected from mortgages...........$19,936.19
Credit to Accrued Interest on Mortgages:
Entry 3 .................................. $1,131.17
Entry 5 ..................................  106.40
Entry 6 ................................... 142.13 1,379.70
Credit to Interest Earned on 
Mortgages ............................  $18,556.49
(15) Cash .................................................................. ............  180.00
6% Collateral-Trust B o n d s......................................  150,000.00
Bond Interest Expense .............................................  11,820.00
Cash in Hands of Trustee—Principal Fund. 150,000.00
Cash in Hands of Trustee—Interest Fund. . 12,000.00
To record payment by Trustee of principal and 
interest due on bonds, December 31, 1933. This 
payment includes 6 months interest on $6,000
of bonds held by the company and placed as 
collateral for bank loan.
(16) Legal F e e s ..................................................................... 5,000.00
Organization Expenses .............................................  2,000.00
Trustee’s F e e s ..............................................................  5,000.00
Miscellaneous Expenses............................................. 1,500.00
Discount and Expense on B o n d s............................ 16,000.00
Directors’ F e e s ..............................................................  500.00
Cash ............................ ..........................................  30,000.00
To record summation of expenses paid during 
the year 1933.
(17) Trustee’s Fees ............................................................  2,500.00
Office R e n t ..................................................................... 1,000.00
Accounting Fee .......................................................... 1,000.00
Officers’ Salaries..........................................................  25,000.00
Accrued Expenses Payable..............................  29,500.00
To record expenses accrued and unpaid.
(18) Cash ............................................................................... 148.59
Interest Receivable Accrued on Mortgages...........  3,415.28
Interest Earned on Bank Balances.................  148.59
Interest Earned on M ortgages........................ 3,415.28
To record interest earned on bank deposits and 
on mortgages at December 31, 1933.
(19) Bond Discount and E xp en se..................................  27,424.10
Discount and Expense on B ond s...................  27,424.10
To record amortization of discount and expense 
on bonds for the year 1933. (See “Schedule for 
Amortization of Bond Discount and Expense.”)
(20) Deferred Income ........................................................ 35,312.41
Income Earned from Collections on Mortgages 35,312.41
To record as income earned 25% of collections 
on principal of mortgages—25% of $141,249.65.
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SCH EDULE FOR AMORTIZATION O F BOND DISCOUNT
AND E X P E N SE
Average
Principal
Date Amount Outstanding
Issued Issued Outstanding 1933
1933
Jan. 2 ................. ................... $96,000 12/12 years $ 96,000.00
Feb. 1 ............... ...................  72,000 11/12 years 66,000.00
Mar. 1 ............... ...................  92,000 10/12 years 76,666.66
Apr. 1 ............... ...................  84,000 9/12 years 63,000.00
May 1 ............... .................... 6,000 8/12 years 4,000.00
June 1 ............... .................... 44,000 7/12 years 25,666.67
Outstanding 1933 (average) . . .  .$331,333.33 
Outstanding 1934 244,000.00
Outstanding 1935 94,000.00
Total $669,333.33
Total Discount and  Expense
Entry 2 ......................................................$34,400
“ 4 ...................................................... 600
“ 7 ...................................................... 4,400
“ 16...................................................... 16,000
Total........................$55,400
Discount and Expense Applicable fo r  year 1933
331,333.33
----------------x  $55,400.00=$27,424.10
669.333.33
Mortgage Corporation 
W ORKING TR IA L BALANCE 
December 31, 1933
Journal Entries
Accounts
Cash ( 1 ) 
( 2 ) 
( 4 )  
( 7 )  
( 11)
(15) 
(18)
Capital Stock (Au­
thorized and Issued) 
Discount and Expense 
on Bonds . . . .  ( 2 ) 
( 4 )  
( 7 )
(16)
Cash in Hands of 
Trustee—Interest
Debits 
$ 50,000.00 
309,600.00
5,400.00 
39,600.00
9,800.00 
180.00 
148.59
( 3 )
( 5 )
( 6 ) 
( 8 ) 
( 10) 
( 12) 
(16)
Credits
$323,631.17
5,731.40
41,204.63
657.38
6 ,000.00
218.81
30,000.00
Trial Balance 
Debits Credits
$ 7,285.20
34,400.00
600.00
4,400.00
16,000.00
( 1 ) 50,000.00 
(19) 27,424.10
$ 50,000.00
27,975.90
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Fund
6%  Collateral- 
Trust Bonds.
( 2 )
( 4 )
( 5 )
( 7 )
( 8 ) 
(14)
$2,540.00
120.00
418.19
1,100.00
657.38
20,613.48
( 9 )
(15)
$11,820.00
12,000.00
(15) 150,000.00
Accrued Interest 
on Bonds .. . ( 9 )
Mortgages 
Receivable . . .  ( 3 )
( 5 )
( 6 )Interest Receivable 
Accrued on Mort­
gages
Deferred income
Interest Earned 
on Mortgages
( 3 )
( 5 )
( 6 ) 
(18) 
(20)
3,760.00
430,000.00
7,500.00
54,750.00
1,131.17
106.40
142.13
3,415.28
35,312.41
( 2 )
( 4 )
( 7 )
( 2 )
( 4 )
( 7 )
344,000.00
6,000.00
44,000.00
2,540.00
120.00
1,100.00
(13) 141,249.65
(14) 1,379.70
( 3 )
( 5 )
( 6 )
( 5 )
(14)
(18)
107,500.00
1,875.00
13,687.50
418.19
18,556.49
3,415.28
( 11) 10,000.00
Bond Interest
Expense ........( 9 ) 8,060.00
(15) 11,820.00 
Cash in Hands of Trustee—
Principal
F u n d ............. (10) 6,000.00 (15) 150,000.00
(12) 218.81 
(13) 143,781.19
Interest on Notes
Payable..........(11) 200.00
Notes Payable ..
Interest Earned in 
Sinking Funds
Legal Fees . . . .  (16) 5,000.00 
Organization
Expenses ---- (16) 2,000.00
Trustee’s Fees ..(16 ) 5,000.00
(17) 2,500.00
Miscellaneous 
Expenses . . . .  (16) 1,500.00
Directors’ Fees .(16) 500.00
Office Rent . . . . ( 17)  1,000.00
(13)
(14)
2,531.54
677.29
$1,629.05
351,000.35
3,415.28
19,880.00
200.00
5,000.00
2,000.00
7,500.00
1,500.00 
500.00
1,000.00
$244,000.00
87,750.09
22,389.96
10,000.00
3,208.83
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Accounting Fee .(1 7 ) $ 1,000.00 $ 1,000.00
Officers’ Salaries (17) 25,000.00 25,000.00
Accrued Expenses
Payable . . . .  (17) $29,500.00 $29,500.00
Interest Earned on
Bank Balances. .  (18) 148.59 148.59
Bond Discount
and Expense.. (19) 27,424.10 27,424.10
Income Earned from 
Collections on
Mortgages ----- (20) 35,312.41 35,312.41
T o ta ls ...............  $482,309.88 $482,309.88
Mortgage Corporation 
PR O FIT  AND LO SS STA TEM EN T 
for the year ending December 31, 1933
In co m e :
Income Earned from Collection on
Mortgages ...................................................... $35,312.41
Interest E a rn e d :
on Mortgages............................................. $22,389.96
on Sinking F u n d s..................................... 3,208.83
on Bank Balances....................................  148.59 25,747.38
Total Incom e..............................  $61,059.79
E xp en ses :
Bond Interest Expense ..............................  $19,880.00
Amortization of Bond Discount and
Expense ...................................................... 27,424.10
Officers’ Salaries...........................................  25,000.00
Trustee’s F e e s ...............................................  7,500.00
Legal Fees ..................................................... 5,000.00
Organization Expenses....................... .. 2,000.00
Accounting F e e .............................................  1,000.00
Office Rent ...................................................  1,000.00
Directors’ Fees .............................................  500.00
Interest on Notes Payable............................ 200.00
Miscellaneous Expenses..............................  1,500.00
Total Expenses............................ 91,004.10
Net Loss for year ...................  $29,944.31*
*Red = = = = =
Mortgage Corporation 
B A L A N C E  S H E E T  
Decem ber 31, 1933 
A SSET S
Cash ............................................. ........................... ................... $ 7,285.20
Purchase-Money Mortgages (in hands of First Trust 
Company, Trustee, as security for 6%  Collateral- 
Trust Bonds, $250,000) :
C urrent................................................................................... $339,320.35
Past d u e .................................................................................  11,680.00 351,000.35
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Interest Receivable, Accrued on Mortgages (to be paid 
by Mortgagors direct to First Trust Company,
Trustee, to secure interest payments on 6%
Collateral-Trust Bonds) :
C urrent....................................................................................$ 3,100.17
Past d u e .................................................................................  315.11 $3,415.28
Cash in Hands of First Trust Company, Trustee (to be 
used for interest payments on 6% Collateral-Trust
Bonds) ............. . ................................................................ 1,629.05
Unamortized Bond Discount and Expense........................ 27,975.90
Total A ssets...................................................... $391,305.78
L IA B IL IT IE S
Accrued Expenses Payable................................................... $ 4,500.00
Accrued Officers’ Salaries.....................................................  25,000.00
Notes Payable—Bank Loan (secured by Collateral-
Trust Bonds—$6,000) ...................................................  10,000.00 $ 39,500.00
6% Collateral-Trust Bonds:
Issued and Outstanding................................................. $250,000.00
Less—Bonds Pledged to Secure Bank Loan........... 6,000.00 244,000.00
Total Liabilities...............................................  $283,500.00
Deferred Income on Mortgage Collections........................ 87,750.09
NET WORTH 
Capital Stock—no par value (authorized and issued
10,000 shares) .................................................................. $ 50,000.00
Less—Net Loss for year........................................................ 29,944.31
Total Net W o rth .............................................  20,055.69
Total Liabilities and Net Worth........................ $391,305.78
STATE BOARD NEWS
MICHIGAN 
At a recent meeting of the Board Norval 
A. Hawkins of Detroit was elected Chair­
man and Lee McGinley of Marquette was 
elected Vice-Chairman.
NEW JE R S E Y  
The New Jersey State Board of Public 
Accountants has announced the appoint­
ment of County Character and Fitness 
Committees to cooperate with the Board 
in conducting preliminary investigations of 
applicants for the C.P.A. certificate. This 
procedure was inaugurated several years 
ago by the New Jersey State Bar and has 
been reported as being very helpful.
TEXA S
Announcement is made of the appoint­
ment of the following to the State Board 
of Public Accountancy of Texas for a 
term of two years: John B. Allred, Wichi­
ta Falls; C. M. Grider, El Paso; T. B. 
Trotter, Houston; Frank L. Wilcox, 
W aco; and Clinton E. Smith, San Antonio.
W ISCONSIN
Fred C. Kellogg of Madison has been 
appointed a member of the Wisconsin 
State Board of Accountancy to succeed
A. W. Kimball, whose term had expired. 
Mr. Kellogg has been elected secretary.
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Present Conditions
( Continued from  page 133)
mated that in the year 1934 the total gov­
ernmental expenditures, national, State, 
city and local, represented one-third of the 
total national earnings. Politically minded 
officials during their campaigns of last fall, 
both national and State, elaborated on the 
part which government had played in re­
storing business confidence and stressed 
the supplemental aid extended those whose 
incomes had been lessened by reason of 
the widespread loss of purchasing power 
which attended the rapid increase in un­
employment.
Every Legislature as well as Congress 
has before it many suggestions as to how 
economic laws can be changed by govern­
mental action. These have naturally fol­
lowed the political efforts of the candidates 
to secure votes by developing the theory 
that Uncle Sam can be made an all-the- 
year-around Santa Claus.
The tax problem is an important one in 
the consideration of any business problem. 
Until it can be known more definitely than 
at present what the net result of the 1935 
legislation will be, the element of uncer­
tainty will continue. It cannot until then 
be even estimated as to what types of capi­
tal investments may be safely undertaken.
A third factor in the business world 
making for uncertainty relates to problems 
of governmental administration as distin­
guished from problems centering around 
legislation. So far as the Federal Govern­
ment is concerned, and to a great extent 
it is also true in State governments, there 
has been a noticeable absence of coordi­
nated administrative effort. Each unit has 
been immersed in its own problems to a 
much greater degree than is found in large 
business enterprises where from a compar­
able standpoint about the same number of 
departments or employees are found. In 
private business each employee is expected 
to give his attention to the proper adminis­
tration of plans, which have been prepared 
following coordinated decisions of highly 
centralized determinant groups or heads. 
That general feature of administration has 
been largely lacking in governmental af­
fairs. With a marked increase in govern­
mental units witnessed in the last two 
years the lack of such coordination is seen 
to a greater degree than formerly.
Shortly after President Burton came to 
the University of Michigan from the Uni­
versity of Minnesota the writer presented 
him with an audit report for the preceding 
year. A week later, following a discussion 
with regard to several points which the 
president had noted, I asked him what was 
the greatest difficulty that he had found in 
administering the three educational institu­
tions of which he had been president prior 
to coming to Michigan. His reply was to 
the effect that it had been almost impos­
sible to get individuals to reason in terms 
of the institution as a whole. In a meet­
ing of deans, each dean was thinking of 
his own school. In a meeting of the heads 
of departments, each was thinking of his 
particular department, etc., down the line. 
Seldom was it possible to get the group 
into a frame of mind where they realized 
that there was in reality but a single in­
stitution and that every decision should be 
made from the standpoint of the needs and 
problems of that whole.
That answer applies with equal effect to 
all governmental groups as distinguished 
from the corresponding conferences which 
large business enterprises hold for the pur­
pose of determining policies for the organ­
ization as a whole, into which policies the 
heads of departments must fit their plans.
As illustrating a single item affecting 
business to a marked degree, take the sub­
ject of depreciation, about which business 
in general and accountants in particular 
are interested. There was a time when the 
only relationship which the Federal Gov­
ernment had to the general theory sur­
rounding depreciation was as it affected 
the Revenue Bureau by reason of it being 
a factor in the determination of proper tax 
returns. Today, however, business finds 
in dealing with the Bureau of Internal 
Revenue one viewpoint which has been 
recently revised but which business is ex­
pected to follow in preparing tax returns. 
If  the particular business comes under the
A.A.A. or a code which has passed muster 
in the N.R.A. and been approved by the 
President it finds that some of those codes 
contain provisions which will necessitate 
its treatment in a different manner. I f  the
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particular concern under consideration de­
cides to change the basis of its capital 
structure and offer its securities for sale 
or if, without changing the basis of its 
capital structure, its securities appear as 
listings on a stock exchange it finds itself 
confronted with another governmental 
unit—the Securities and Exchange Com­
mission whose opinions must be considered 
and whose rules must be followed. If  it 
so happens that it approaches any one of 
the various governmental units affording 
credit it is obliged to adjust its ideas con­
cerning depreciation in accordance with 
that particular viewpoint. It often hap­
pens that if the business has maintained 
such historical, statistical and comparable 
records as are essential to a well-organized 
business it must interpret this account 
from a fifth angle in order that the man­
agement may with certainty compare the 
advancement or the retardment of the en­
terprise.
Last year the Shannon Bill was before 
Congress, the purpose of which was to re­
quire all governmental units to include in 
the estimates of costs which they prepare 
not only the items of actual cash outlay 
which would be needed, but in order that 
a proper comparison could be made with 
private enterprises the unit was required 
to supplement its cash estimates with esti­
mates of such factors as taxes, insurance, 
interest, depreciation, etc., that the private 
bidder must consider, so that it can be de­
termined whether it is actually cheaper for 
the Government to render this service than 
to obtain the material through private 
sources or whether as a matter of fact the 
Government is not competing with private 
enterprise on an “unfair basis” as deter­
mined by the codes by which the private 
enterprise is controlled. Only one govern­
mental unit supported the bill.
While the Federal Government is, 
through Mr. Richberg, endeavoring to co­
ordinate matters of general policy there 
has not been any attempt, at least that has 
come to our attention, to coordinate the 
internal administrative units where citizens 
who are in business meet the government 
from a variety of angles and find them­
selves greatly confused by the variations in 
opinion and interpretation, not only as be­
tween different governmental units but
likewise as between different members of 
the personnel within the same unit. This 
condition intensifies the element of uncer­
tainty.
This is not a new condition but only an 
intensified situation. President Hoover, 
when Secretary of Commerce, surprised 
everyone in one of his addresses by say­
ing: “An even larger waste and larger 
drain on the taxpayer than extravagance 
and inflation of the payrolls—the waste 
which arises from the swamp of bad or­
ganization, etc.” Later on he said: “Every 
Government agency is under constant pres­
sure, or sometimes is anxious, to expand 
its powers further than was originally con­
templated.” In suggesting the remedy, he 
said: “Every President from Roosevelt 
to Coolidge has urged upon Congress a 
reorganization of the Executive arm of 
the Government, but nearly every sug­
gested item has incurred the opposition of 
some ‘vested’ habit. No proposed change 
is so unimportant as not to be bitterly op­
posed by some one. In the aggregate these 
directors of ‘vested’ habits surround Con­
gress with a confusing fog of opposition 
and in the meanwhile the inchoate voice 
of the public gets nowhere but to swear at 
bureaucracy.”
Many years ago the government deter­
mined to secure a valuation for all the 
railroads of the United States. It spent 
fifty million dollars and the railroads spent 
one hundred and fifty before the work was 
completed. It took ten years before it was 
finally determined what ought not to be 
done. From that time on progress was 
rapid.
Some years ago a committee from Con­
gress waited upon President Coolidge for 
the purpose of finding out whether he 
would veto a bill then before Congress 
calling for a large expenditure of money 
even in those days, although a mere baga­
telle today. After listening to their com­
ments the President replied that he would 
not veto the bill, that it was worth that 
amount of money to the United States to 
demonstrate that the thing could not be 
done.
Conditions are uncertain, which is a fa­
vorable sign. The right combination will 
eventually be obtained. The less rigidity 
( Continued on page 19 2 )
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C. P. A. Examination Questions
November, 1934
Economics and Public Finance
QUESTIO N  1:
President Theodore Roosevelt, in a speech made in April, 1906, said: “As a 
matter of personal conviction, and without pretending to discuss the details or 
formulate the system, I feel that we shall ultimately have to consider the adoption 
of some such scheme as that of a progressive tax on all fortunes, beyond a certain 
amount, either given in life or devised or bequeathed upon death to any individual 
—a tax so framed as to put it out of the power of the owner of one of these 
enormous fortunes to hand on more than a certain amount to any one individual.” 
Discuss this suggestion from an economic standpoint in the light of subsequent 
events and present-day conditions.
QU ESTIO N  2 :
Explain the statement that: “The individual adjusts expenditures to in­
come, while the State adjusts income to expenditures.”
QU ESTIO N  3:
Eliminating the human-element feature, explain the economic effect of the 
abolition of child labor which has been accomplished through code enactments.
QUESTION  4 :
Explain the theory of the effect of inflation on price levels.
QU ESTIO N  5:
Name and explain any of the activities classified under the general term 
“The New Deal” which cannot be justified as based on the statement that, “The 
State exists for its citizens, and its chief service is to provide conditions under 
which the activities of citizens may prosper.”
QU ESTIO N  6:
Henry C. Adams, former Professor of Political Economy and Finance at 
the University of Michigan, in his book, “The Science of Finance,” published in 
1899, gave three fiscal axioms which should underlie governmental plans of finance. 
They were: 1. The patrimony of the State must not be impaired. 2. Political 
restraints must be established. 3. The political organization must be recognized.
With regard to each axiom he concluded as follows: 1. “The financier is 
precluded from entering upon any line of policy which shall permanently impair
T h e  S e rv ice  o f  E x a m in a tio n  questions con d u cted  by T h e  A m erican  S o cie ty  furnishes  
p ractica lly  tw ice  a s  m any questions in T h e o ry , A u d itin g , C o m m ercial L a w  and E co n o m ics  
and P u b lic  F in an ce  as cou ld  be used by any S ta te  B o a rd  fo r  a  fo u r-h o u r  exam in atio n  period , 
and tw ice as  m an y p rob lem s in P r a c tic a l  A cco u n tin g  as w ould  be required  f o r  tw o ex a m in a ­
tion p eriods o f  fo u r  to  five h o u rs  each . A  B o a rd  using th e  serv ice  m akes its ow n selections  
and adds any special qu estion s o r  prob lem s w h ich  it desires. T h e  questions in E co n o m ics  and 
P u b lic  F in an ce  fo llo w .
182 T H E  C E R T IF IE D  P U B L IC  ACCO UN TA N T M a rch ,
the sources of public revenue.” 2. “A sound fiscal system will establish political 
restraints in order to insure that all services rendered by the State shall be rendered 
at the least possible cost.” 3. “A  successful financial system will conform to the 
political ideas which for the time being control society, and adjust itself to the 
political structure of the particular society to which it applies.” Discuss these 
axioms and conclusions in connection with present-day governmental tendencies.
QU ESTIO N  7:
It is estimated that it costs more to care for the unemployed through the 
P. W. A. than through direct relief. Explain the different economic factors in­
volved in the two methods.
Q UESTION  8:
Explain the bases on which reciprocal trade agreements should be entered 
into by the United States. Economically, would it be wise for the United States 
to endeavor to produce everything needed for its material welfare in order that it 
might withdraw entirely from foreign trade?
QU ESTIO N  9:
Distinguish between form utilities, place utilities, possession utilities, time 
utilities, and service utilities.
QUESTION  10:
Discuss the economic features involved in the recent demand by The 
American Federation of Labor that a thirty-hour-a-week law should be enacted by 
Congress.
QUESTION  11:
Name and explain the most serious economic results of the depression. 
Q U ESTIO N  12:
During a recent discussion of “Cost as a Basis of Price Determination,” 
the statement was made that, practically, cost can never determine price. Rather, 
when a price is found at which a product can be sold in such quantities as to 
maintain a particular business unit, cost must be whittled down to the point where 
in addition to that figure a reasonable profit will be obtained from the price that 
can be secured. Discuss that theory.
QUESTIO N  13:
Name and explain the economic effects of the various methods by which 
the present Administration has sought to control production.
QUESTION  14:
Discuss the various proposals which have been made to modify or change 
the banking systems, State or Federal, of the United States.
QUESTION  15:
Outline a method by which income may be equitably divided between the 
various factors involved in labor, capital, and entrepreneur service.
Q UESTION  16:
Discuss the four principles which should govern the imposition of taxes  
as set down by Adam Smith:
1. That the subjects of every State ought to contribute to the support
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of the government as nearly as possible in proportion to the revenue which 
they respectively enjoy under its protection.
2. The tax which each is to pay ought, as respect the time and manner 
of payment, and the sum to be paid, to be certain and not arbitrary.
3. It ought to be levied at the time and in the manner in which it is most 
likely to be convenient to the contributor to pay it.
4. It ought to be so contrived as both to take out and to keep out of the 
pockets of the people as little as possible over and above what it brings into 
the public treasury.
TALKING SHOP
A D e p a r t m e n t  C o n d u c t e d  b y  L e w i s  G l u i c k , C.P.A., New York
FIN G ER PR IN TS
In the very beginning of February, the 
N. Y. City police department started a 
drive to get the fingerprints of all honest 
citizens. It was carefully explained that 
it was for the protection of the “printee” ; 
and not on the chance that he might later 
become a crook. John D. Rockefeller, Ju ­
nior, was one of the first people to volun­
teer. And the communists—well, you 
know what they would say. But in the 
deadest of seriousness, we favor the plan 
and advocate that each and every one of 
you go to your local police headquarters 
and leave your whorls. Of course, if you 
have been in the service of the Federal 
Government since 1917, your prints are in 
the central bureau in Washington. But 
we’ll go one step farther, and we think this 
is logical. Future applications for mem­
bership in our American Society, or State 
societies, should be evidenced with finger­
prints. The honest man has nothing to 
lose; and everything to gain.
TA X ES
We ran into trouble with the new earned 
income credit at the very start of the sea­
son. We did not suspect one of its ramifi­
cations until we saw it expounded by one 
of the tax services in its release of January 
23. This being copyrighted, we may not 
quote it. Besides you ought to have a com­
plete tax service anyhow. Just as a re­
minder, if the new regulations 86 are not
out by the time you read this, your clients 
have a swell excuse for filing tentatives. 
But don’t you do it for them; you’re sup­
posed to know the law and regulations 
up to date.
Although rates are up and ascending 
and avoidance is nearly impossible, deci­
sions are becoming more commonsensible. 
We particularly like the Fourth Circuit 
Court of Appeals decision in the matter of 
the Citizens Bank of Orange, Va. In ef­
fect the court said: “When a national bank 
examiner says a debt is bad, it’s bad. ” 
Likewise the affirmation of 28 BTA  343 
by the Court of Appeals for the District 
of Columbia is just plain horse sense. The 
Kirby Lumber case is still the law. In the 
Pierce Arrow case the Court of Claims on 
January 14 said: “The steel was not ac­
quired for sale, but the fact that some of 
it was sold did not make it an inventoriable 
asset.”
Refreshing judicial modesty is shown 
by Judge W. H. Barrett of Augusta, Ga. 
Handing down a decision in the case of 
one Green he concluded: “ [There is] re­
luctance on the part of a trial court to set 
aside the purpose of Congress. When, 
however, a court has striven to ascertain 
the law, and has reached a definite and 
positive conclusion, there is no other 
course except to give it expression.” That 
is a fine rule for auditors to follow. We 
wonder if a judge dependent on votes, and 
not having the security of an appointed
184 T H E  C E R T IF IE D  P U B L IC  ACCOUN TANT M a rch ,
Federal judge would be equally frank in 
expressing the courage of his convictions. 
As you read the first reports of baseball 
games in the South, read the case of the 
Cubs decided by the 7th Circuit Court on 
January 23.
The San Francisco Call-Bulletin for 
February 5 had a four-column cartoon by 
Jimmy Hatlo, with the title, “They’ll Do 
It Every Time.” A C.P.A. is shown with 
three cronies (supposedly) engaging him 
in conversation as a side-play to having a 
drink in the home of one of them while 
the wives of the host and the accountant 
are over in a corner in a similar undertak­
ing. One of the three friends somewhat 
timidly remarks: “Say, Howard—I don’t 
like to talk shop—but them six barrels of 
wine I bought last year turned sour. Can 
I put that down as a loss on my income 
tax?” At this point the second member of 
the group, not so timidly, butted in with: 
“Yeh—You know, Howard, my income 
ain’t big enough to hire one of you experts 
but they’s a few points I ’d like cleared up 
—If I drop down to your office will you 
go over my tax report with me?” To 
which the trapped accountant replied, 
“Yeh— Sure—Yeh sure.” Just then the 
third friend jocularly put in with: “I bet 
when old Howard sharpens up his pencil 
he can fix it so a friend don’t have to pay 
no income tax at all. How about you and 
the missus having dinner with us next 
week, Howard?” The wife of the host is 
shown exclaiming to the wife of the ac­
countant : “My, your husband is popular—
I wish my Herman was more like that—” 
And the accountant’s wife rejoins with: 
“Yes— from now until March fifteenth is 
his popular season.”
TH E SHOP TA LK ER S
“I absolutely refuse to discuss taxes to­
night,” started Oldtimer. “I ’m fed up 
with them; the time to study tax problems 
is in August rather than March; and if 
you are grasshoppers, I ’m going to be an 
ant.”
“All right,” replied the Kid. “If you 
want a good bone to chew on, let’s have 
your thoughts on this matter of no impor­
tance. M ust an auditor bring in a trial
balance of his client’s ledger?”
“Whatever prompted such a question?” 
said Oldtimer. “I thought every subjunior 
would know the answer was yes.”
“Listen,” said Blank. “It’s my case. 
Let me tell it.”
“Okay,” said the Kid.
“This was a very small job,” began 
Blank, “and the one possibility of making 
money at the agreed flat fee was to do it 
quickly. There were only twenty G.L. ac­
counts; and only sixteen accounts in the 
subsidiary ledger. I made my checkup; 
saw that the bookkeeper had her trial bal­
ance, and so proceeded to make the four 
required adjustment entries right in the 
journal, waited while she posted them 
(about three minutes), and then took off 
the trial balance directly onto the state­
ment. You know, we may not study taxes 
in our office in the summer, but we do get 
out all files of cases coming due in Janu­
ary, and have the juniors block out the 
statements, so that all the man who does 
the job has to do is fill in the figures. Well,
I hit first crack; wrote the closing entry 
into the journal for the girl to post later 
and rushed back to the office, feeling rather 
good at having accomplished the job so 
fast. Instead my partner, going over the 
papers next day, gave me fits for not hav­
ing the T.B. and adjusting entries in my 
working papers.”
“Well, it certainly isn’t according to Bell 
and Powelson,” said the Kid.
“Nor according to our practice,” said 
Oldtimer, “but I see your point. Personal­
ly I ’d rather lose money than short cut 
that way, but you were right on the job 
and ought to be able to judge for your­
self.”
“Thanks!” replied Blank, and then Sin- 
bad chimed in.
“From a practical standpoint I agree 
with you. I recall very well the first few 
cases that I was sent out on to write re­
ports. They were small monthly audits; 
and I took my G.L. T.B. and then started 
to throw out adjustment, P. and L. and
B.S. columns just as I ’d been taught in 
school. Result, the boss bawled me out 
unmercifully for taking too much time; 
worksheets were O.K. for big jobs; but 
for these routine things, a man who
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couldn't prepare a statement without a 
worksheet was a total loss. And a dozen 
years of subsequent experience proves he 
is right.”
“That reminds me of an instructor I had 
last year,” said the Youngster. “He started 
the course by giving a couple of the boys 
a reprimand for trying to solve a problem 
without a worksheet. Told us that before 
the end of the course he would show us 
how to save important time on the State 
Board exams by omitting the worksheet in 
all but consolidated balance sheet or other 
extremely long or complicated problems; 
but for the first semester the old baseball 
cry of the sandlots must hold; ‘two hands 
while you're learning'.”
“An apt comparison,” said Oldtimer. 
“But that only brings us back to the long 
problems and the short time allowed on 
the CPA exams. If  adequate time were 
given, such short cuts would not be neces­
sary ; and the technique of our work would 
improve generally. Young men, with one 
eye on the exam, practice such short cuts 
as Blank used; and thus acquire the habit; 
and continue them after the exams are be­
hind them.
“The essential point,” broke in Philo, 
“seems to have been missed. My phil­
osophy is purely pragmatic. I f  a thing 
works, it has merit. A short cut that leads 
into a mud puddle saves no time in the 
end; but if it really saves time and there 
is no puddle, it is good.”
“The sage having spoken,” broke in the 
Kid, “here is another nut to crack. “Why 
must audit reports be so formal ?”
“All right,” said the Youngster, “I ’ll 
bite. Why?”
“I don’t know,” said Oldtimer. “But 
what prompts the question?”
“Well, my firm has a client on whose 
work I ’d had nothing to do till this Janu­
ary, when the managing partner told me to 
take charge of it. I found the corporation 
engaged in a line that was quite affected by 
style; not as bad as women’s shoes, but 
nevertheless obliged to watch constantly 
for something new; and during the last 
few years, do a lot of color business. When 
I got to the writing of the report and saw 
the previous one starting with the ‘pur­
suant to your request we have and so 
forth’ I decided that I would freshen it
up, as I have done with other cases. The 
big boss of the company was a live wire; 
and I thought that he would appreciate a 
live report. I spent some time trying to 
get the effect of a new style and color; 
we’d gone into that extensively in discuss­
ing the valuation of the inventory; and I 
was pleased at my efforts. I began ‘you 
asked us to audit your accounts and we 
have done so,’ and continued along that 
line. No slang; but plain language exactly 
as I had talked to the boss of the outfit.
“Well, I got a real reaction from the 
managing partner. He condemned me to 
rewrite the whole text; insisted that the 
client, whom he had brought in originally, 
would never accept my text; and what’s 
more, he wouldn’t blame him. I was skep­
tical; I took the copy down to the client, 
to go over before having it typed. He 
listened attentively as I read it to him; and 
then politely turned thumbs down on it. 
Style and color were needed in his prod­
uct ; and plain patterns were the vogue this 
season. But he wanted his audit report to 
go to the bank in its old-fashioned gar­
ments ; tight laced stays; bustle and all. 
And that’s the way he got it.”
“That is tough on you,” said Oldtimer, 
“but you are young yet; and maybe you’ll 
live to see the day when verbiage and 
stilted style will pass, just as did the hoop 
skirts. I approve heartily of your attempt; 
and I fancy your client’s bank would have 
preferred it that way. On the other hand, 
if you never let a client dictate your re­
port any more than this one, you’ll never 
get in trouble with the S.E.C.”
“Let’s get back to Blank’s remarks of a 
few minutes back,” said Philo. “About 
pre-preparation of the statements. I ’ve 
seen that tried many times. And it is one 
of those short cuts that leads into a hor­
net’s nest about four times out of five. 
Talk about stilted forms and corsets. 
What chance is there of improving a re­
port if you use the same blocked-out style 
year after year? Worse still, how can any­
one tell in August what will be needed in 
January? Take just this one case of mine. 
In the very last week of December, this 
company, having had a good Christmas 
business, and a fine cash balance, decided 
to pay off its mortgage in full; persuaded 
the mortgagee to accept i t ; and also antic­
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ipating forty-four twenty-two, had broken 
up its plant account into four accounts, 
and wanted them shown individually on 
the balance sheet. Had I had a previously 
prepared form I would have either had to 
scrap i t ; or else trying to save it, interline; 
asterisk and erase all over it. I never did 
like Procrustes and do not yet.”
“Granted,” replied Blank. “But remem­
ber this. I f  you are going to keep juniors 
on the payroll you might just as well keep 
them occupied. Even if you have to scrap 
four out of five such forms, you save on 
the fifth. And the boys acquire valuable 
practice in writing reports; see all the dif­
ferent things that can happen in different 
lines of business; get comparative work 
that is invaluable.”
“Well, of course, if you are so affluent 
that you can keep juniors that way, it is 
all right,” responded Philo. “But I can’t. 
Furthermore, the juniors could get just as 
much practice in writing statements by 
solving CPA problems and that would be 
a much bigger help to them. Only in reg­
ular small monthly audits such as Sinbad 
described, can a prepared form be of 
value.”
“It’s late,” said Oldtimer. “This has 
been interesting; and restful after all the 
tax muddles. With this vast improvement; 
each of you can hand down your own 
decision as to what you will do; and no 
Supreme Court will upset it.”
JE R S E Y  M EETIN G 
We sure got a lot of fine shoptalk at the 
Newark meeting on February 4. Henry 
Fernald took great delight in reading the 
instructions on one of the new forms 
(936) regarding joint returns of husband 
and wife. The number of “spouses” there­
in contained makes it sound ridiculous; 
and it is hard to read it without dropping 
at least one p. Also recalls the old crack 
about the plural of spouse being spice. 
Our father and son CPA club has been 
quite quiet for a long time, but we met Mr. 
Ronald Mather, son of Charles E., at our 
table, and learned that not only had his 
grandfather been a C.A. in England, but 
that his uncle and his uncle’s son were also 
C.A’s. That an accounting family for 
you! Have you ever been at a baseball 
game in which something like this hap­
pened? A star player makes a weak sin­
gle ; a rookie is put in to run for him and 
proceeds to steal second; go to third on an 
infield out and come home after a catch of 
a short Texas Leaguer? Well, that is 
about what happened with the speakers. 
A Mr. Gifford, former Surrogate of Essex 
County, was introduced. He said a few 
very flattering things about C.P.A’s and 
his own inability to address such smart 
people. That was the single. Then he in­
troduced Mr. George Renten, auditor of 
the Surrogate’s court, and did that boy 
steal the show? In the first place he de­
scribed the accounting procedure of the 
Orphan’s Court so that even a New York­
er could understand it; and then he fin­
ished with quotes from queer wills that 
had passed through his hands in the ten 
years he’s had the office. Sample requoted: 
“To my wife I leave her lover, and the in­
formation that I am not as big a fool as 
she thought me.” Would that man make 
a shoptalker!
We certainly weren’t in high-school yet 
when we saw this crack in print. “Little 
boy at concert: Mama, why is that lady 
screaming so? Mother: She isn’t scream­
ing. Boy: Well, if she isn’t, why is that 
man way down in front shaking his stick 
at her?” Well, we know some people who 
seem to be as afraid of a slip stick (slide 
rule to you) as the boy thought the singer 
was of the conductor’s baton. They yell 
when they see it; and the reason seems to 
be that they don’t like to face the facts, 
percentages, which the little instrument 
brings up so quickly and easily. This is 
no joke. Twice this season we have seen 
men mentally flinch from facing the per­
centages; one implored us to leave them 
out of his statement; and the assurance 
that the banker would compute them any­
how did not move him. He had a final net 
profit; and comparisons with last year, 
etc., on a percentage basis indicated that 
things were not all right; and he wanted 
to fool himself. The proverbial ostrich 
doesn’t really stick his head in the sand. 
He shuffles a hole for himself just as you 
have seen chickens do; and then tucks his 
head under his wings. In his native hab­
itat he is almost invisible, what with pro­
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tective coloration; and is not the stupid 
beast that legend makes him. But his 
human counterpart, who thinks that if he 
doesn’t give his bank a comparative state­
ment, that the bank won’t make one up 
from the preceding year’s, and that the 
bank won’t take the trouble to compute 
ratios is indeed a stupid beast. Haven’t 
you found it so too?
For the last several years C.P.A’s have 
been telling us stories of being paid in mer­
chandise instead of cash. Bill Donaldson, 
who is quite a bookworm, struck pay dirt 
in a rare bookdealer client; we ourself had 
to take pipes (smoking) on a couple of 
occasions, and Bob Caruba just got a 
year’s supply of olives and pickles. It re­
mained for George Strong to make the 
logical suggestion. That is, to establish a 
cooperative barter shop, where C.P.A’s 
could exchange their merchandise fees. 
We hereby open the department to our 
patrons.
Wee Bits on Accountancy
R e g u l a r l y  C o n t r i b u t e d  b y  L o u is  S. G o l d b e r g , C.P.A., S io u x  C ity , Io w a
The Influence of the Corporation Upon Accounting
T HE phenomena of modern life are ac­cepted as institutions; we give scant 
thought to their evolution. Yet knowledge 
of the story of their development aids in 
a better understanding of their nature.
That the development of the corporation 
has influenced the development of book­
keeping and accounting is unquestioned. 
Just why and how that influence has been 
what it is, is not so generally understood. 
And the explanation serves to demonstrate 
one of the major distinctions between 
bookkeeping and accounting.
A lucid presentation of these points ap­
pears at page 257 of “Accounting Evolu­
tion to 1900,” by Dr. A. C. Littleton—a 
work that has been heretofore commended 
in these columns:
“The influence of the corporation upon 
accounting ideas is thus a direct one; it 
lays the direct burden upon accounting to 
go far beyond the confines of simple 
double-entry bookkeeping in distinguishing 
properly between capital and income.
“Put concisely, the matter may be stated 
thus: The separateness of the corporate 
entity provides the logic behind limited 
liability in corporations; limited liability
brings about the positive legal and equi­
table obligation to preserve invested capital 
intact from the enroachments of divi­
dends ; restriction of dividends in turn 
makes necessary the careful calculation of 
profit, including allowance for deprecia­
tion; and in accounting (bookkeeping ex­
panded under the pressure of new respon­
sibilities) is found the instrument par ex­
cellence for analyzing and recording the 
occurrences of business in such a manner 
as to make possible a fair computation of 
available profit.”
Thus the necessity (legal, practical, and 
equitable) for the distinction between capi­
tal and income is stressed as the major 
influence of the corporation upon account­
ing science. And that simple statement 
opens wide the gate upon that field fertile 
with untold opportunity for the exertion 
of that skilled opinion that is accountancy 
. . . addressing itself not alone to the ulti­
mate distinction between capital and in­
come over a term of years, but still more 
intricately to that distinction made be­
tween two days—the last day of an arbi­
trary closing period and the first day of 
the ensuing period.
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STATE SOCIETY NEWS
CALIFORNIA 
The Los Angeles Chapter of the Cali­
fornia State Society met on the evening 
of February 11, 1935, at the Elks Temple.
Walter K. Mitchell spoke on “Capital 
Gains and Losses” ; Herbert A. Wheeler 
on “Thoughts on the Scope of Audits” ; 
and Oscar Moss on “Sales Tax Versus 
Income Tax.”
M ASSACH USETTS 
The February meeting of the Massa­
chusetts Society of Certified Public Ac­
countants, Inc., was held on Monday eve­
ning, February 25, at the Chamber of 
Commerce Building, Boston.
E. Russell Davis, Vice-President of Old 
Colony Trust Company and head of its 
investment department, trust division, was 
the speaker of the evening and had as his 
subject “Methods of Investment Analysis.”
MICHIGAN 
The Michigan Association of Certified 
Public Accountants held a regular meeting 
at the Hotel Statler, Detroit, on January 
10, 1935.
W. B. Swindell, of Chicago, spoke on 
“Phases of the Revenue Act of 1934.”
NEW  JE R S E Y  
The regular meeting of the New Jersey 
Society of Certified Public Accountants 
was attended by 120 members on the eve­
ning of February 4, 1935, at the Down­
town Club, Newark.
There were short talks by members of 
the Legislation Committee, Secretary 
Theodore Krohn gave a short resume of 
important developments in the work of the 
Society and Julius E. Flink read a brief 
paper on “Survey of Public Events of Spe­
cial Interest to Accountants,” a feature of 
each meeting.
E. Garfield Gifford, former Surrogate 
of Essex County, extended his greetings
and then introduced George H. Renton, 
Chief Clerk of the Surrogate’s Office, who 
gave an interesting talk on “Accounting 
and the Surrogate’s Court.” Maurice E. 
Peloubet presented a paper on “Is Value 
an Accounting Concept,” following which 
there was a lively discussion.
PENNSYLVANIA
Approximately one hundred members 
and guests of the Philadelphia Chapter of 
the Pennsylvania Institute of Certified 
Public Accountants were present at a 
meeting held on February 20, 1935, at the 
Manufacturer’s and Banker’s Club, Phila­
delphia, Pennsylvania.
The subject of the meeting was “A 
Properly Coordinated System of State 
Taxation.”
The Honorable Henry F. Long, Com­
missioner of Corporations and Taxation 
of the Commonwealth of Massachusetts 
and President of the National Tax Asso­
ciation, discussed the subject from the 
standpoint of a Taxing Official.
Mr. J. W. Oliver, Secretary of the 
Linen Thread Company of New York and 
Chairman of the Special Taxation Com­
mittee of the American Management As­
sociation, spoke from the standpoint of the 
taxpayer.
A general discussion by the members 
followed.
WASHINGTON
The C.P .A ., official organ of the Spokane 
Chapter of the Washington Society of 
Certified Public Accountants, discussed in 
the February issue, Timely Tips on Tax 
Rulings as to Depreciation, Joint and 
Separate Returns, Tax Paid at Source, 
Bad Debts, Contributions, State Business 
Tax, with a Note to Garage Owners.
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W ISCONSIN
The Milwaukee Chapter of the Wiscon­
sin Society of Certified Public Accountants 
held a dinner meeting at the City Club on 
the evening of January 7, 1935, with an 
attendance of about fifty members.
The Securities Exchange Act and the 
1934 Income Tax Law were the topics for 
discussion.
Taxation
( Continued, from  page 146)
be an adequate revenue for both the Fed­
eral and State governments, and the elimi­
nation of duplicate machinery for the col­
lection of the taxes, and hence uniformity 
in taxing methods which would leave the 
way open for a proper expansion of busi­
ness. Furthermore, we recommend that 
the Federal Government impose the only 
taxes that are collected on motor fuel, to­
bacco, and liquor; with proper provision 
for allocating a substantial portion of each 
tax to the various states.
Securities
( Continued from  page 170)
of the Securities Act.
Opinion of Attorney General of Utah, 
September 28, 1926.
A plan under which the planners could 
drill oil wells and finance their operations 
by the issuing and selling of interests 
therein, evidenced by what they termed 
“universal deeds” is a security.
Barnhill v. Young, 46 F  804.
An instrument in the nature of a re­
ceipt and an agreement to give the pur­
chaser an undivided interest in 49% of 
the net profit resulting from “a metallur­
gical discovery” is a security.
State of Minnesota v. Code and Stevens, 
227 N.W. 652.
A lease entered into between the owners 
of a mine and the lessees under the terms 
of which the property was leased for three 
years for mining purposes and in which 
the lessors are to be paid 50% of the net 
output is not a security.
Opinion of Attorney General of Cali­
fornia, November 13, 1931.
The basis definition of “Securities,” as 
outlined in the Federal Act, has been, to 
a certain extent, approved by legal opinion, 
cited in the above cases.
In conclusion, as stated heretofore, each 
instrument must be given careful individ­
ual consideration and scrutiny as a minor 
legal technicality may throw the “instru­
ment of interest” beyond the scope of the 
Securities Act.
Announcements
William T. Sunley, C.P.A., of Chicago, 
Illinois, announces his resignation as Vice- 
President and Educational Director of the 
International Accountants Society, Inc., 
with which he has been connected for the 
past fifteen years, and his admission as a 
general partner of Lawrence Scudder & 
Co., Certified Public Accountants, Bankers 
Building, 105 W. Adams Street, Chicago, 
Illinois.
Horwath & Horwath announce the ad­
mission to the firm as junior partners of 
Arnold Jorgensen, James E. McNamara, 
Jr., A. Douglass McKenzie, C.P.A., George
O. Podd, C.P.A., Arthur E. Fox, C.P.A.
William L. Yaeger & Co., Certified Pub­
lic Accountants, announce the removal of 
offices to suite 801, 1103 Vermont Avenue, 
N. W., Washington, D. C.
George W. Bugbee, C.P.A., announces 
that Albert H. Baer has been admitted to 
the firm and the practice will hereafter be 
conducted under the firm name of Bugbee, 
Baer & Co., Accountants and Auditors, 
1126-7-8 Industrial Trust Building, Provi­
dence, R. I.
Ernest Crowther, C.P.A., announces his 
association with Walter L. Sebring,
C.P.A., and Carl W. Salmond, C.A., and 
the change of the firm name from Crow­
ther and Company to Crowther and Seb­
ring, Certified Public Accountants, Law 
and Finance Building, Pittsburgh, Pa.
Announcement is made of the associa­
tion of Crowther and Sebring with Patter­
son, Teele and Dennis, Accountants and 
Auditors, New York and Boston.
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Thomas & Moore, Certified Public Ac­
countants, announce the removal of their 
offices to suite 1336 A. G. Bartlett Build­
ing, 215 West Seventh Street, Los An­
geles, California.
Geo. S. Olive & Co., Certified Public 
Accountants, announce the removal of 
their offices to 528 Chamber of Commerce 
Building, Indianapolis, Indiana.
Ball, Blum & Co., Certified Public Ac­
countants, announce the removal of their 
office to the Mills Building, Washington,
D. C.
James W. Bontems, C.P.A., announces 
the removal of his offices to Pacific South­
west Building, 215 West Sixth Street, Los 
Angeles, California, and the association 
with him of Dan W. Bontems, C.P.A., 
under the firm name of James W. Bon­
tems & Co., Certified Public Accountants.
Maas & Ginsberg, Certified Public Ac­
countants, announce the removal of their 
offices to 295 Madison Avenue, Suite 420, 
New York City.
Maurice T. Fletcher and Charles E. 
Fernald, Certified Public Accountants, and 
James T. Summers announce the forma­
tion of a partnership under the name of 
Fletcher, Fernald & Company, Certified 
Public Accountants, 1616 Walnut Street, 
Philadelphia, Pennsylvania, Camden, New 
Jersey, and New York City, succeeding 
McGee, Fleisher & Company.
Boyce, Hughes and Farrell, Certified 
Public Accountants, 110 William Street, 
New York City, announce admittance to 
the firm, as General Partners, of Raymond 
M. Greer and George W. O’Neil, Certified 
Public Accountants.
NOTES
Prof. A. C. Littleton, C.P.A., Assistant 
Director of the Bureau of Business Re­
search of the University of Illinois, has 
been awarded a scroll by the Grand Coun­
cil of Beta Alpha Psi, national honorary 
accounting fraternity, for the most note­
worthy contribution to accounting litera­
ture during the two years ending May 1,
1934. The book which won the award was 
"Accounting Evolution to 1900.”
North I. Townsend, C.P.A., of Evans­
ville, Indiana, formerly comptroller of 
Servel, Inc., has been made secretary and 
treasurer of the company.
Ivan R. Lashins, C.P.A., the chief au­
ditor under Ferdinand Pecora in the U. S. 
Senate’s banking inquiry, has proposed to 
President Roosevelt the establishment of a 
Federal agency through which domestic 
credits could be insured. Business con­
cerns able to meet the rigid standards set 
by the Government and furnish monthly 
reports on the condition of their business 
would be eligible for certification by the 
agency. Banks or business men extending 
credit or making loans would be given an 
insurance policy covering the entire loan.
Julius F. Wells, C.P.A., of Great Neck, 
Long Island, addressed the Floral Park 
Lions Club at its regular weekly luncheon 
meeting on January 2, on “Better Ways 
for Better Business.”
John S. Lloyd and Charles E. Stevens, 
Certified Public Accountants, of the firm 
of Lloyd and Stevens, Indianapolis, Indi­
ana, have been appointed as directors in 
full charge of the accounting department 
of Butler University, Indianapolis, Indiana.
On January 1st, Howard L. Chambers,
C.P.A., of South Bend, Indiana, assumed 
his duties as city councilman of South 
Bend, to which office he was elected last 
November.
John A. Conlin, C.P.A., of Newark, 
New Jersey, testified before the District 
of Columbia Grand Jury recently in an 
investigation of alleged unlawful practices 
of two employees of the Internal Revenue 
Bureau and a New York firm of “Tax 
Consultants” to defraud taxpayers.
Henry S. Puder, New Jersey C.P.A., 
is serving, along with an attorney, as trus­
tee, appointed by the court, of the Newark 
M orning Ledger.
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Book Reviews
F e d e r a l  S e c u r i t i e s  A c t  P r o c e d u r e ,  by 
J . K. Lasser, C .PA ., and J. A. Gerardi, 
member of D. C. Bar. Published by Mc­
Graw-Hill Book Company, Inc., 388 pages. 
Price, $4.00.
Gives the history, purpose and scope of 
the Securities Act of 1933 and an analysis 
of the 1934 amendments; definition and 
analysis of important terms; securities and 
transactions exempted from registration; 
requirements as to registration of secur­
ities and amendments to registration state­
ments ; preparation of financial statements 
by the accountant; prospectus; powers of 
the Commission and review by the courts; 
general analysis of the rights of purchas­
ers and civil liabilities; civil liabilities of 
issuers, controlling persons, directors, offi­
cers, experts and others; unlawful prac­
tices or violations and criminal liability; 
Appendices include the Securities Act of 
1933 as amended; Corporation of Foreign 
Bondholders Act, 1933; Form A -1. Regis­
tration Statement.
P r i n c i p l e s  o f  A c c o u n t in g ,  Volumes I 
and II, by H. A. Finney, C.P.A. Published 
by Prentice-Hall, Inc., New York City. 
Revised.
Volume I, 765 pages, Price, $5.00. De­
signed for intermediate study of account­
ing, this volume discusses Fundamental 
Processes of Accounting; Working Pa­
pers, Statements, Corporations; Actuarial 
Science; Cash — Accounts Receivable — 
Average Date; Notes and Acceptance Re­
ceivable— Simple Interest; Inventories; 
Consignments; Installment Sales; Tangible 
Fixed Assets; Intangible Fixed Assets; 
Investments; Liabilities; Funds and Re­
serves; Correction of Statements and 
Books; Comparative Statements; Analysis 
of Working Capital; Miscellaneous Ra­
tios ; Profit and Loss Analysis; Statement 
of Application of Funds; Questions and 
Problems.
Volume II, 825 pages, price, $5.00. This 
volume, devoted to advanced study of ac­
counting, discusses Partnerships; Venture 
Accounts; Insurance; Statement of A f­
fairs ; Receiver’s Accounts; Realization 
and Liquidation Account; Statement of
Realization, Liquidation, and Operations; 
Home Office and Branch Accounting-— 
Combined Statements; Parent Company 
and Subsidiary Accounting— Consolidated 
Balance Sheets at Date of Acquisition; 
Consolidated Balance Sheets Subsequent 
to Acquisition; Consolidated Balance 
Sheet if Investment is Carried at Cost; 
Intercompany Accounts; Miscellaneous 
Topics; Purchases and Sales of Subsidiary 
Stock—Major and Minor Parent Com­
panies ; Consolidated Balance Sheet, Sur­
plus Statement, Profit and Loss State­
ment, and Supporting Statements; Con­
solidations, Mergers and Financing; For­
eign Exchange; Estates and Trusts; Bud­
gets ; Public Accounts; Bank Accounting ; 
Stock Brokerage; Questions and Prob­
lems.
A c c o u n t in g , Part I, by Stanley W. Row­
land, LL.B., F.C.A., and Brian Magee,
B.Com., A.C.A. Published by Gee & Com­
pany, Ltd., 6 Kirby Street, E.C.1, London. 
379 pages. Price 8/4.
This book, designed particularly for 
those studying for the degree of Bachelor 
of Commerce, is of value to any one seek­
ing through accounting to master the prac­
tical problems of modern business. Sec­
tion I presents the Elements of Account­
ing; Section II, Some Practical Aspects; 
Section III , The Application of Account­
ing Principles to Undertakings and Trans­
actions of Special Types; Section IV, The 
Ascertainment of Profit; Section V, The 
Interpretation of the Balance Sheet; Sec­
tion VI, The Place of Accounts in Man­
agement and Control; Section V II, The 
Maintenance of Solvency.
C r e d it  M a n u a l  o f  C o m m e r c i a l  L a w s  
f o r  1935. P u b lis h e d  b y  th e  N a tio n a l  A s s o ­
c ia tio n  o f  C re d it  M e n , 1 P a r k  A v e n u e , 
N e w  Y o r k  C ity . 512 p a g e s . P r i c e ,  $5.00.
During the latter part of 1933 and up to 
November of 1934 legislatures in more 
than forty states passed laws affecting re­
lations between debtors and creditors in 
the usual conduct of trade. This, the 27th 
edition of the Credit Manual, has been 
revised to include these changes. A new 
feature is the listing of the courts in vari­
ous states for the collection of accounts 
and the jurisdiction for each court.
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Present Conditions
( Continued f r om page 180)
exercised by governmental units, the great­
er the responsibility placed on individual 
or group business units.
While uncertainty is retarding advance­
ment along certain lines, activity is at the 
same time serving as a stimulant. When 
all the various plans based on the theory 
of governmental determination and opera­
tion shall have been tried and the tempo­
rary benefits therefrom secured, the follies 
of wasteful individualism and governmen­
tal bureaucracy will have been so clearly 
disclosed that producers and capitalists on 
the one hand will meet each other in the 
capacity of Consumers and, cooperating to­
gether with a coordinated government or­
ganization, agree on methods by which in­
dividual initiative and governmental re­
straint will be so organized as that the 
public will be benefited.
Washington  
H eadquarters
Bankers, Lawyers, T ax Experts, and Busi­
ness Leaders recognize the  convenient 
location of th is  modern hotel. I ts  dis­
tinctive charm and personalized service 
will appeal to you. Rates are moderate. 
Excellent meals. Dining Room.
THE H A Y - A D A M S  H O U S E
LAFAYETTE PARK AT SIXTEENTH 
NATHAN SINROD, MGR.
W A SH IN GTO N , D. C .
A c c o u n t a n t s
HERE IS A  4-COLOR PENCIL 
THAT W AS MADE FOR YOU...
N O R M A
S e n s a t i o n a l
4  C O L O R - I N S T A N T
SHIFT PENCIL . . .
Norma takes the place of 4 ordinary 
colored pencils, sh ifts instantly from one 
color to the other with a flick of the thumb 
on the writing hand. No delay in your work. 
Writes with a thin, strong, deeply colored 
lead—in blue, black, red, green. Beautifully 
and sturdily built, mechanically perfect, 
absolutely and unconditionally guaranteed 
against mechanical defects.
F o u r  co lo rs—red , p reen , blue, black.
Shifts with tr ig g e r  speed with a 
flick of the finger on the w riting 
hand.
L eads a re  of stan d ard  th ickness, 
p rocu rab le  anyw here.
B eautiful, s tu rd y , well balanced b a r­
re l.
G uaran teed  aga in s t mechanical de­
fe c ts .
Try NORMA for 10  Days
Use Norma for 10 days. P u t Norma through all the 
paces—give i t  your hardest tests. I f  Norm a doesn 't 
come through w ith perfect service, if you d o n 't  agree 
th a t  N orm a is not merely am azing in its  w ritab ility  
and perform ance but actually  invaluable on th e  job, 
send the pencil back and we will refund your money.
Siln i— handsome, silverlike finish...... $3.50
Rolled Gold p la te ............................  5.00
Sterling s ilv e r ................................  8.50
I4K  Gold F illed.............................. 12.00
4 COLORS IN ONE PENCIL 
4 PENCILS IN ONE . . .
I f  your dealer cannot supply you, mail coupon today
Norma Pencil Corp., Dept. 14 
150 Broadway, New York City
Please send me Norm a for 10 days free tria l. Enclosed
is  my  money order f o r ........... to be re tu rned  promptly if
I  am  not satisfied.
Name ...............................................................
A ddress .......................................................................
C ity ................................................................  S ta te .
Near—
Banks 
Theaters 
Parks 
Stores 
Government 
Buildings
FO R  YEA RS U N D E R W O O D  E L L IO T T  FISH E R  HAS
C A R R IE D  IN  IT S  L IT E R A T U R E  T H E  STA TEM EN T:
Ask Your Accountant
h o w  o u r  m a c h i n e s  w i l l  h e l p  y o u  ”
Thus we invite the cooperation 
of members of the accounting 
profession in connection with 
the effective application and in­
stallation o f Accounting Ma­
chines.
U nderw ood E llio tt Fisher 
maintains a Library of Machine 
Accounting Applications which
is available to you upon request. 
Please feel free to call upon us, 
without obligation o f course, if 
we can be of assistance to you.
Accounting M achine Division
U N D E R W O O D  ELLIO TT FISHER C O M P A N Y
Accounting Machines . . . Typewriters 
Adding Machines 
Carbon Paper, Ribbons a n d  other Supplies
342 Madison Ave., New York , N. Y .
Sales a n d  Service Everywhere
U n d e r w o o d  E l l io t t  F ish er
ACCO UNTING MACHINES
E very U N D E R W O O D  E L L I O T T  F I S H E R  A c c o u n tin g  M ach in e  
is  b a ck ed  b y  n a tio n  - w id e , c o m p a n y  - o w n e d  serv ice  fa c ilitie s
U nderw ood  M odel Sundstrand  M odel E llio tt Fisher M odel
There is an Underwood Elliott Fisher Machine for every accounting purpose
Underwood Elliott Fisher Speeds the World’s Business
W H E N  A N S W E R I N G  A D V E R T I S E M E N T S  M E N T I O N  T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T
When accountants are planning an improved operation in any 
line of business, they will find the local Burroughs office ready 
and willing to assist in familiarizing them with the complete 
line of Burroughs Machines.
Clients and employers will appreciate information as to what 
these machines can do, and what economies they represent.
For Burroughs offers such a comprehensive line of Adding, 
Billing, Calculating and Accounting Machines — in so many 
styles and sizes — that the accountant can select exactly the 
right machines to meet any accounting or figuring require­
ment. Burroughs machines also provide the latest develop­
ments in speed, simplicity and ease of operation.
Telephone the local Burroughs office. They will gladly arrange 
to show you the line of Burroughs machines.
BURROUGHS ADDING MACHINE COMPANY 
Detroit, Michigan
Adding, Accounting, Billing and Calculating Machine? 
Cash R egisters • Typewriters • Posture Chairs • Supplies
W H E N  A N S W E R I N G  A D V E R T I S E M E N T S  M E N T IO N  T H E  C E R T I F I E D  P U B L I C A C C O U N T A N T
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How this training 
meets the needs of the individual
ONE of the interesting features of the course in Accounting offered 
by the International Accountants Society, Inc., is its wide range of 
selectivity, which affords the student specialized instruction.
The chart shows how the student can select more than one-half his 
lessons to cover subjects pertaining to work in which he is most in­
terested.
This elective feature enables the student to progress directly to a 
specific goal. After attaining his goal, he can broaden his knowledge 
by proceeding with the study of the remaining subjects.
Upon request, we will gladly mail our booklet, "How to Learn  
A c c o u n t i n g ," to anyone who is interested in obtaining full inform a­
tion regarding I.A .S. training. A ddress the International A ccount­
ants Society, Inc., 3411 S o uth Michigan A venue, Chicago, Illinois.
In t e r n a t i o n a l  
A c c o u n t a n t s  S o c ie t y , In c .
a Division of the
A LEXAN D ER HAMILTON IN STITUTE
W H E N  A N S W E R I N G  A D V E R T I S E M E N T S  M E N T I O N  T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T
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T h e  A m e r ic a n  S o c ie t y
OF
C e r t if ie d  P u b l ic  A c c o u n t a n t s
O r g a n i z e d  D e c e m b e r  12, 1921
W i l l i a m  C. H e a t o n ,  President O r io n  N. H u t c h i n s o n ,  Vice-Pres.
207 Broad St., Elizabeth, N. J. Johnston Bldg., Charlotte, N. C.
W i l l i a m  D. M o r r is o n ,  Vice-Pres. W a l t e r  D. W a l l , Treasurer 
First National Bank Bldg., Denver, 44 West Gay St., Columbus, Ohio 
Colo.
D u r a n d  W. S p r i n g e r ,  Secretary  
National Press Building, Washington, D . C.
E X E C U T IV E  COM M ITTEE 
W i l l i a m  C. H e a t o n  G e o r g e  P. E l l i s
W i l l i a m  D. M o r r is o n  7 S o . D e a rb o r n  S t . ,  Chicago, Ill.
D u r a n d  W. S p r i n g e r  H e r m a n  C. J. P e i s c h
Baker Bldg., Minneapolis, Minn.
THE AIM S OF THE SOCIETY
At the end of the Chicago meeting this comment was made: “The certified 
public accountants present seem to be moved by three motives: First, to protect 
and foster the integrity of the C.P.A. as granted by states at any cost; second, 
to provide American certified public accountants with an organization truly 
American and founded on the democratic principles upon which our republic has 
been reared; third, to steadfastly refuse to be led away from the issues as stated 
under one and two.’’
GENUINE vs. IMITATION
When the real situation is explained to the business man, he will demand the 
“genuine” and reject the “imitation.” Each holder of a C.P.A. certificate granted 
by a state should consider himself a committee of one to inform the public of the 
difference between a state granted C.P.A. certificate and one purchased from a 
private corporation.
(From T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t , Vol. 1, No. 1, January, 1922)
N e w  O p p o r t u n i t i e s  
I n  A c c o u n t a n c y  » » »
Created by N ew  Federal and State Legislation
The regulations issued by the new Securities Exchange Commission — to carry out the 
provisions of the Securities Exchange Act and the Stock Exchange Act — create new 
opportunities in accountancy. Only trained, experienced accountants are capable of 
doing the work required under the Security Exchange Commission regulations — in­
vestigating, analyzing and preparing data to conform to the new legal requirements. 
New state laws have also increased the work of the accountant.
Advancement of these trained accountants to more responsible positions at higher pay 
means that thousands of new openings will be created in mercantile, manufacturing and 
financial concerns, and in branches of government service, for those individuals who have 
a good working knowledge of accounting principles and procedure.
Thus these new legislative acts mean more to the person who is accountancy-trained 
than any measures enacted since the war­
time Federal Income Tax laws were passed.
Now is the time to prepare yourself to qualify 
for this field with its splendid promise of a 
highly successful business career. Naturally, 
you should avail yourself of the best training 
obtainable. Where will you get it?
Let Proved Experience 
Lead You
T h e same problem with which you are now con­
fronted has been faced by thousands of men and 
women. T hey chose W alton because they were con­
vinced W alton methods would give them thorough, 
dependable training, in which they could put com­
plete confidence. T im e has proved the wisdom of 
their choice.
N early 1,400 of them have reached their coveted 
goal as Certified Public Accountants. Other thou­
sands, the record shows, have attained high execu­
tive positions in their chosen lines of business.
You can follow  the example they have set with 
perfect confidence in its profitable outcome.
Day and Evening Classes and 
Home Study Instruction
W a l t o n  S c h o o l  
C o m m e r c e
Member National Home Study Council
Charles H. Langer, Ph.B., C.P.A.
President and Educational Director
516-526 McCormick Building 
CHICAGO
A Book That Has Helped Many
W e know it will help you. “ The W alton W ay to a 
Better D ay” was w ritten  to help those who are  de­
term ined to get ahead, to  be somebody and really do 
som ething w orth while in life. I t  is full of inspiring 
statem ents from  men and women who appreciate what 
W alton tra in in g  has done for them. I t  gives a com­
plete outline o f accountancy’s place in business. I t  
tells how you can make an enviable place for your­
self through the m astery of accountancy principles 
and procedure. R eading this book will give you gen­
uine enjoym ent. I t  is  Free! Send for it today; use 
the coupon below.
MAIL THIS COUPON NOW
Check the courses in which you are interested. They 
may be taken in combination or separately.
□  CONSTRUCTIVE A C C O U N T IN G  
□  ADVANCED A C C O U N T IN G  A ND  A U D IT IN G  
□  COST A C C O U N T IN G  
□  BUSINESS LAW  
□  FEDERAL IN C O M E  TAX A C C O U N T IN G
□  MATHEM ATICS O F A C C O U N T IN G
A N D  FINANCE  
□  C.P.A. C O A C H IN G
□  MERGERS A ND  C O NSO LIDATIO N S
□  Home Study Instruction 
Am Interested In □  Resident Day Classes
□  Resident Evening Classes
WALTON SCHOOL of COMMERCE
16-526 McCorm ick Bldg., Chicago 
Please send me, without obligation, complete 
descriptions of courses checked above, also copy 
of your book, "The W alton W ay to a Better Day."
Name
Address .................................................................
City and State ...................................................
O ccupation ................................................. Age
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“Actions, not words, are the true criterion of the attachment o f friends.”
— G e o r g e  W a s h i n g t o n .
The President’s Page 
Responsibility Brings Opportunity
By W il l i a m  C . H e a t o n ,  C.P.A.
E M ERSON, in one of his essays, wrote concerning a pervasive duality 
that is found throughout our world and our experience. There are, 
for example, goodness and badness, sternness and amiability, swiftness 
and sluggishness, if we consider characteristics. There are the ebb and 
flow of the tides, the rising and setting of the sun, clear and stormy 
weather, if we might think of physical phenomena. Exam ples in various 
groupings might be given in considerable numbers.
Then there are dual relationships which illustrate, a t least, in some 
degree, cause and effect. Among them is that represented by the title 
given these paragraphs.
Opportunity flows from responsibility. Responsibility, if it is unfair 
or too great to be borne, may and often does result in m isfortunes; if it is 
fair, and within one’s power to meet, there is opened to him upon whom 
it is placed, opportunity for service which often is followed, in turn, by 
appropriate satisfactions and other rewards.
During the past few years, Federal and State legislation, as well as 
judicial decisions, have placed upon certified public accountants the great 
responsibilities, which, for those who accept them wisely, have offered and 
will continue to offer increasing opportunities. The Securities A ct of 
1933 has placed upon them difficulties and penalties which have been 
characterized as extreme and unfair. Although modified in some degree 
by the Securities Exchange A ct of 1934, they remain onerous and matters 
of concern to thoughtful men.
These same thoughtful men have recognized th at these same laws 
have brought to practicing accountants— and largely because of the heavy 
penalties imposed, the requirement that they exercise a greater authority  
in determining the extent and character of their investigations. I t  has 
long been a problem to agree with executives upon the limitations to
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examinations which might be fairly placed in the interest of economy.
The clarifying opinion of Ju stice Cardoza in the Ultram ares case 
and the legislation referred to, by reason of the responsibilities imposed, 
have brought to accountants increased opportunity for service. 
Responsibility brings opportunity.
What Is An Executive?
( Contributed by One)
E X E C U T IV E S  are a fortunate lo t; for, as everyone knows, an execu­
tive has nothing to do; th at is, excep t:
To decide what is to be done; to tell somebody to do i t ; to listen to 
reasons why it should not be done, why it should be done by somebody 
else, or why it should be done in a  different w ay; and to prepare argu­
ments in rebuttal that shall be convincing and conclusive—
To follow up to see if the thing has been done; to discover that it  has 
not been done; to inquire why it has not been done; to listen to excuses 
from the person who should have done it  and did not do i t ; and to think 
up arguments to overcome the excuses—
To follow up a second time to see if the thing has been done; to 
discover that it has been done incorrectly ; to point out how it  should be 
done; to conclude that as long as it has been done it might as well be left 
as it i s ; to wonder if it was not time to get rid of the person who can not 
do a thing correctly ; to reflect that in all probability any successor would 
be just as bad or worse—
To consider how much simpler and better the thing would have been 
done had he done it himself in the first place; to reflect satisfactorily that 
if he had done it himself he would have been able to do it right in twenty 
minutes, and that as things turned out he, himself, spent two days trying  
to find out why it is that it  had taken somebody else three weeks to do it 
wrong and to realize such an idea would have had a very demoralizing 
effect on the organization, because it would strike a t the very foundation 
of the belief of all employees that an executive really has nothing to do.
Four-State Meeting
FR ID A Y and Saturday, April 12 and 13, a joint meeting of the certified 
public accountants of Connecticut, New Jersey, New York and Pennsyl­
vania will be held a t the Hotel Claridge, A ltantic City. Invitations have 
also been extended to the accountants in Delaware, Maryland and Mas­
sachusetts.
Friday afternoon’s session will be inaugurated with a study of State  
Taxation. The leading speaker will be Mark Graves, president of the 
New York State Tax Commission and head of the State Department of 
Tax and Finance. This will be followed by a  presentation of the subject
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of Bank Exam inations, led by Frederick H. Hurdman, first vice-president 
of the New York State Society.
Friday evening Carl H. Chatters, executive director of Municipal 
Finance Officers Association, Chicago, Illinois, will present the general 
topic of Municipal Accounting.
Saturday morning will be given over to a  golf tournament for those 
who play the gam e; the rest will seek other forms of recreation or amuse­
ment.
Saturday afternoon there will be a round table discussion on State 
Taxation.
Saturday evening there will be a  banquet for members, their ladies 
and other guests. The address a t the dinner will be given by Thomas H. 
Sanders, of the Graduate School of Business Administration, Harvard  
University, speaking on the subject “The Im portance of Corporate In­
formation Required by Governmental Agencies Under the New Deal.”
Accountants Reports*
by R o b e r t  E. P a y n e , C.P.A., Chicago, Illinois
Theoretical Training
College men who are today engaged in 
the study of accounting usually view it 
with several different objectives in mind.
1. As an opportunity to gain knowl­
edge of benefit to them in every walk of 
life—in handling their personal affairs, 
or as an aid in their chosen business or 
profession—because accounting knowl­
edge is helpful to every one regardless 
of his position.
2. As a step toward an administrative 
or an executive management position in 
a modern corporation.
3. As a step in the acquisition of that 
fundamental knowledge necessary to 
qualify as an expert in the professional 
field of public accounting.
In the third point above, college study 
is particularly referred to as a step in the 
acquisition of accounting knowledge be­
cause in professional practice study never 
ceases. As in many other fields, it cannot 
stop without an immediate backward step. 
Thorough preparation in theory is vital in
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order to gain a proper and complete back­
ground upon which to base the solution 
of practical problems, and all such study 
must be continuous.
Present courses in accounting are far 
superior to the earlier ones and naturally 
the progress of the profession is reflected 
in its schools just as the results of labora­
tory experiments in theory are reflected in 
practice. My undergraduate days were 
spent at Michigan and my graduate work 
was done at Northwestern. Today, Mich­
igan’s course in business administration is 
confined to graduate students only and 
both schools have added courses unthought 
of by either of them in 1915.
A university training gives a thorough 
grounding in basic principles; and teaches 
ready recognition of the problems; gives 
an inkling of the problems to be encoun­
tered ; and indicates the sources from which 
solutions may be obtained. Problems are 
not of a set type or class, and new ones 
arise daily which have never before been 
encountered. This is natural—due to 
changing conditions—but the solution gen­
erally rests upon some fundamental prin­
ciple first encountered in the classroom.
The theoretical training of the first two
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groups mentioned above necessarily consti­
tutes a part of the training of the group 
which is studying to enter the professional 
field. This discussion is to be confined to 
a particular part of the work in that field 
—namely, reports made by public account­
ants for financial purposes, and will not 
include any discussion of the detail or the 
financial reports required by management 
for the control of its internal affairs.
Reports in General
Financial reports prepared by indepen­
dent accountants are for the purpose of 
giving to the reader an independent, im­
partial viewpoint and check on conditions. 
They are for the benefit of several differ­
ent groups, though in the past it has more 
often been customary to think of them as 
prepared for some particular group. Re­
cent legislation, both Federal and State, has 
not increased the responsibility of the pub­
lic accountant—that responsibility has al­
ways existed—but it has brought to many 
of them a more distinct realization of the 
fact that a report may not be considered 
for one group alone, but for the other 
groups and the public as well.
This recent recognition of the profes­
sion appears in the new Investment Bank­
ers’ Code of Fair Competition; in recent 
stock exchange regulations; in the Secur­
ities Act governing the offer and sale of 
new securities; in the Securities and E x­
change Act governing the offer and sale of 
old securities; and in new State laws re­
quiring certified audits by independent 
public accountants. It is to be hoped that 
future regulations may permit of flexibility 
in the preparation of reports and this point 
will be touched upon later in the discus­
sion. Meantime if the profession boldly 
meets the present situation and accepts its 
responsibility with the liabilities attendant 
to its new recognition it has an oppor­
tunity never before presented in its history, 
and it may be the lot of some of you to 
share in that opportunity.
Readers o f Reports
Financial reports by independent public 
accountants are prepared for the manage­
ment ; the stockholders; the creditors; the 
general public; and for governmental reg­
ulatory bodies.
1. Management requires it as a check
on the internal affairs under its control 
and as a clearance of its stewardship to the 
stockholders. Clerical efficiency is con­
firmed or denied, and the results of man­
agerial policies are reflected to give man­
agement guidance in the preparation of its 
future policies.
2. The stockholders require it as a check 
on the management to whom they, as the 
owners of the business, have delegated 
these powers of management. Also it is 
needed by them to aid in judging the value 
of the securities which they hold. This 
value may be determined in part, of course, 
by the financial condition as shown by the 
balance sheet, but an important factor for 
such determination lies in the proper inter­
pretation of the income statement itself. 
A special committee of the American In­
stitute of Accountants in a recent exchange 
of letters between it and the New York 
Stock Exchange emphasized the cardinal 
importance of the income account in judg­
ing the value of a business by its earning 
power, and at the same time pointed out 
that the balance sheet was principally a his­
torical document.
3. It is not necessary to dwell upon the 
value of the independent report to grant­
ors of credit. The immediate effect of the 
accountant’s judgment and impartial atti­
tude or lack of it, is felt more quickly here 
because the bankers’ good or bad judg­
ment in making a loan is often directly de­
pendent upon it. Failure to fairly display 
earning power or current position may 
cause a “frozen loan” which is recogniz­
able after it is too late, but not quickly 
forgotten or easily remedied.
4. The public, through stockholders’ re­
ports issued direct, or through reports re­
quired to be issued by State or Federal 
regulatory bodies, is of prime consideration 
and importance. As readers of the report 
prepared by independent accountants, they 
require and are entitled to receive as clear, 
concise, and accurate information as can 
be prepared for their enlightenment.
Limitations of Reports
Unfortunately the practical application 
of the above principle is far from easy. 
Terminology used in practice is not as well 
established as it should be and the basis 
of report preparation is not uniform. Both 
of these tend to obscure proper compari­
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son. Possibly more important is the needed 
education of the public itself, for it must 
be made to understand that accounting is 
far from being an exact science, and that 
values depend upon conditions as well as 
judgment. Plant and property have one 
value as junk and another in cost, and still 
another in replacement value or in use by 
a going concern. Accounts receivable are 
collectible or not depending upon circum­
stances, and judgment though based upon 
circumstances, past performance and ex­
perience, may differ in the determination 
of value and yet each valuation may be 
fairly accurate under conditions. Balance 
sheets (often spoken of as cross sections 
of a given business at a given moment of 
time) are really historical and do not re­
flect a definite value from which the price 
of a security may be accurately judged. 
The income account is an important factor, 
but again short periods of time (and a 
year is short) are not conclusive. The 
public should be taught to read the re­
port of the accountant in the light of these 
circumstances.
The trend of recent legislation requiring 
the preparation of certified reports neces­
sarily brings governmental regulatory bod­
ies to bear on the problem and, possibly 
to the discredit of the profession, these 
forcing it to a more conscious effort to ob­
tain uniformity and more definiteness in 
terminology. There are those who say that 
this should be by a gradual process of 
evolution within the profession itself and 
as always, there are those who would take 
the aggressive position to force a more 
rapid understanding. Both are worthy 
viewpoints, but slower evolution will not 
meet the practical needs of present-day re­
quirements and the attendant liabilities of 
this recent legislative recognition of the 
profession. Do not understand me to say 
that the profession is failing to meet those 
problems. The progress is not as rapid as 
some would wish it, but committees of 
the American Institute of Accountants, 
The American Society of Certified Public 
Accountants, and the various State socie­
ties are grappling with these problems 
daily and are advising with these govern­
mental regulatory bodies on every possible 
occasion. The frequent recent published re­
ports of these committees should be of par­
ticular interest to all students of account­
ing.
Report Objectives
As previously stated, reports may be pre­
pared for one or all of several different 
classes of readers. Let us hope that more 
and more they may come to be prepared 
for use in common for all groups. Regard­
less of the group, the objective is to pre­
pare a report which may be intelligently 
read—otherwise there is no point at all to 
its preparation.
The public accountant is retained to ex­
amine the evidence; exercise his judgment 
to determine the story told by that evi­
dence; and to present it in nontechnical 
language in the form of a report under­
standable to the layman. A proper exam­
ination of the evidence depends largely 
upon his technical training; the quality of 
his judgment depends upon his practical 
experience and his knowledge of past events 
occasioned by similar circumstances; but 
upon his ability to present his findings in 
an understandable report, depends his 
reputation.
The average reader of a report is not 
an accountant. Too often, therefore, he 
may not understand the terms used and all 
too often he becomes annoyed with details 
even though those details seem vital to a 
proper understanding of the report. Terms 
in common use by the professions and em­
bracing comparable sets of circumstances 
are therefore essential, and terms not gen­
erally used by the profession, but under­
standable to the layman, must often be 
freely employed.
The object is to get the point across in 
a clear and concise manner without the 
necessity of too much detail. As one ac­
countant has put it, “The lens does not 
concern itself with the kind of light rays 
presenting themselves for passage; it takes 
such as comes, brings them into proper 
focus and presents a true image. Such is 
the function of the auditor.” But if his 
report is not written with great care the 
auditor may present a perfect picture for 
the eyes of some, but not for others.
Therefore, in preparing for the work of 
a public accountant, grave consideration 
must be given to the ability to reason 
logically; to see the picture clearly as 
others must be made to see i t ; and to pre­
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sent it in language easily read and under­
stood. Mathematics may be of practical 
benefit to the accountant, but the logical 
reasoning powers developed by it are of 
great advantage to him. Tolerance of the 
other fellow’s viewpoint and an under­
standing of human nature, which may be 
in part gained by the study of psychology, 
should aid in presentation, and a knowl­
edge of the proper use of the English 
language is of prime importance.
General Style
The average annual financial report pre­
pared by the public accountant and com­
monly termed the audit report, usually 
consists of a letter of transmittal addressed 
to the officers, directors or stockholders of 
the corporation; and the financial state­
ments themselves. The financial statements 
may consist of a balance sheet as at the 
end of a period reviewed; a statement of 
income and expense including earned sur­
plus ; the analysis of changes in other sur­
plus accounts and reserves; and the proper 
supporting schedules containing the neces­
sary details to make the main exhibits 
more intelligible. Other exhibits and sched­
ules may be included as desired and as a 
particular case appears to demand. The 
intelligent arrangement of all this material 
is the first consideration in report prepara­
tion.
Naturally the letter of transmittal comes 
first and the index is either included as a 
part of the letter or immediately follows it. 
The first pages of the comments usually 
follow the letter of transmittal; and the 
balance sheet, the income statement, and 
surplus exhibits follow in proper order. 
Details shown by schedules may be placed 
in the back of the report readily accessible 
if needed for reference, but not in an 
order which would detract from the acces­
sibility or ease in reading the main ex­
hibits. This general arrangement has 
grown to be more or less conventional be­
cause of its obvious advantage in present­
ing essential information quickly, and con­
vention is important of course, for com­
parative purposes. Accountants strive, or 
should strive, to make the main exhibits 
and the certificate complete within them­
selves in all important matters without the 
necessity of references to supporting 
schedules. Herein, of course, ingenuity is
required and methods may vary from full 
descriptive material on the face of the bal­
ance sheet and exhibits which refer to sup­
porting comments containing voluminous 
detail.
Individual Exhibits
As previously stated the individual main 
exhibits consist of balance sheets, income 
statements, and surplus and reserve anal­
yses. The balance sheet may be an exhibit 
showing the financial condition at the latest 
fiscal date or it may be compared with 
some previous fiscal period, showing in­
creases and decreases, and in some cases 
it may consist of several balance sheets 
placed side by side in columnar form. The 
income, or profit and loss statement as it 
is sometimes called, may include only the 
latest fiscal year or it may be compared 
with one or more previous fiscal periods. 
The circumstances of the individual case 
and the judgment of the accountant gov­
ern, of course, as to the best method of 
display. It may be well to mention, too, 
that as a general rule no main exhibits 
should ever extend to more than one full 
page.
In the balance sheet the grouping of 
items by general or main headings and by 
proper sub-headings is resorted to for pur­
poses of proper display. For example, the 
asset side may be divided into main groups 
as follows:
(1) Current Assets,
(2) Other Assets,
(3) Fixed Assets, and
(4) Deferred Charges.
The liability, or capital and liability, side 
may be divided into:
(1) Current Liabilities,
(2) Long Term Debt, and
(3) Net Worth, or Capital and Surplus.
The current asset group on the left
hand side should appear directly opposite 
the current liability section which is on 
the right, as these two sections reflect the 
current condition or working capital. 
These sections include only items readily 
realizable in cash and items which will fall 
to be paid within one year. The main group 
or section called “Other Assets” neces­
sarily contains those items representing in­
vestments or items not currently realiz­
able in cash in the ordinary courses of 
business— for example, accounts receivable
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—officers and employees, restricted bank 
funds, etc. In a similar manner the other 
main groups are arranged so as to classify 
certain items under properly descriptive 
main headings and in a position and man­
ner which best tell a particular story.
Specific grouping, as it is sometimes 
called, is accomplished by the use of sub­
columns or sub-heading sections under the 
main groups. For example, the reserve for 
doubtful accounts is deducted in a sub col­
umn from the accounts receivable in order 
to show the sound value or equity in those 
accounts; the reserves for depreciation are 
deducted from the fixed assets and other 
valuation reserves are deducted from the 
assets which they in turn purport to 
evaluate.
Ingenuity is required in arranging these 
main and sub-headings in order that each 
large or little group of figures may tell 
its own particular part of the entire story. 
Sometimes it is astonishing to note the 
clarity with which a point may be dis­
played by some simple twist of a sub-total 
or a column of figures. Otherwise the 
point may be missed by a casual reader and 
the entire purpose of the display may be 
completely lost.
Recent Developments
Earlier in this paper, in speaking of the 
effect of recent legislation, it was men­
tioned that the public accounting profes­
sion has gained greater recognition in the 
past few years than in any similar period 
in its history. Most of this new legislation 
requires the presentation of statements 
certified to by independent public or certi­
fied accountants, and while the attendant 
liabilities are not commensurate with the 
fees received, nevertheless this further 
recognition is welcome.
Professional responsibility has not been 
increased because the responsibilities have 
always existed. As one prominent account­
ant has said, “We have no greater moral 
responsibilities now than before, hut the 
legal responsibilities are being crystallized 
and more definitely defined.” Today, while 
the liabilities are out of proportion to the 
fee received, the combined liabilities of the 
client and the accountant should supple­
ment the ethics, and thus further standard 
and conventional practice.
Classes of Recognition 
Among the various classes of recent 
recognition by the Federal and State gov­
ernments and other regulatory bodies, are 
the following:
1. The Securities Act of 1933, as 
amended in 1934, concerns the registration 
of securities to be offered for interstate 
sale, and includes reference to the certified 
balance sheet and certified earning state­
ments for three years to be prepared by 
independent public or independent certified 
public accountants which must accompany 
it. Certain securities and certain small 
transactions are exempt, but the majority 
of interstate issues are required to be regis­
tered with the accompanying certified 
financial statements. Comparatively few 
issues will be offered wholly intra-state for 
in order to do so, a corporation must be 
a resident of and doing business within 
the State, and the sale of securities or any 
communication regarding a sale must be 
handled wholly within the State. Therefore, 
the danger of crossing a State line (which 
of course, would be a violation of the 
Act,—not to mention the sales resistance 
which would arise through such failure to 
register), may induce many intra-state 
issuers to register also.
2. The Securities and Exchange Act of
1934, which is being administered by the 
same Commission which administers the 
Securities Act, governs the conditions un­
der which old securities may be sold to the 
public. Section 12 headed “Registration 
Requirements for Securities” states that it 
shall be unlawful to effect any transactions 
on a national securities exchange in any 
security (excepting certain exemptions) 
unless a registration is effective; that a 
security may be registered by filing an ap­
plication; and that the application shall 
contain such information and in such de­
tail as the Commission may require. 
Among these requirements are:
“ ( I )  balance sheets for not more 
than the three preceding fiscal years, 
certified if required by the rules and 
regulations of the Commission by inde­
pendent public accountants;
“ ( J )  profit and loss statements for 
not more than the three preceding fis­
ca l years, certified if required by the
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rules and regulations of the Commission 
by independent public accountants; and 
“ (K ) any further financial statements 
which the Commission may deem neces­
sary or appropriate for the protection 
of investors.”
Section 13 “Periodical and Other Re­
ports” states that every issuer shall file 
such information as the Commission may 
prescribe as necessary or appropriate for 
the proper protection of investors, and to 
insure fair dealing in the security, (a) of 
that section is quoted specifically as fol­
lows :
“Such annual reports, certified if re­
quired by the rules and regulations of 
the Commission by independent public 
accountants, and such quarterly reports 
as the Commission may prescribe.”
3. A third important recognition of pub­
lic accountants is contained in the Invest­
ment Bankers’ Code of Fair Competition 
approved on November 27, 1933. Section 1 
of Article IV  of the Code refers to the 
agreements which shall be required of the 
issuer by the investment banker and the 
first paragraph of Section 1 (b) states 
these requirements in part as follows:
“Annual Financial Statements.—To 
cause for such fiscal year to be prepared 
by independent public or certified ac­
countants, an Income Statement, Sur­
plus Statement and Summary of 
Changes in Reserves for such fiscal year, 
and a balance sheet as of the such year 
of the issuer as a separate corporate 
entity and of each corporation in which 
it holds, directly or indirectly, a majority 
of the voting stock (hereinafter in this 
section called a subsidiary) together 
with such further information as may 
be necessary to disclose all intercompany 
holdings and transactions; or in lieu 
thereof, eliminating all intercompany 
transactions, a similar set of consoli­
dated financial statements of issuer and 
any or all of its subsidiaries accompanied 
by financial statements of the issuer as a 
separate entity and of any subsidiary 
not consolidated.”
The Investment Bankers’ Code also 
stipulates the treatment of certain account­
ing matters and, provided the accountant 
agrees with such treatment, it should be 
easier to convince the client that proper
and informative methods of display must 
be employed regardless of whether the 
client is issuing or listing securities or not. 
For example, the Code refers to certain in­
formation to be given in the consolidated 
statements; to the treatment of non-re­
curring items of profit and loss; to the 
disclosure of the basis on which the ac­
counts of foreign subsidiaries are included 
in any consolidations; to the disclosure of 
the basis used to compute the figures at 
which the principal asset items are car­
ried; to full disclosure as to any liabilities 
secured, and the nature of such security; 
to the separation of loans and advances 
as between the issuer and subsidiaries not 
consolidated; to the separation of amounts 
due from directors, officers, and em­
ployees, to the treatment of stock divi­
dends as income only to an amount not 
greater than that charged against earnings, 
earned surplus or both of them by the com­
pany paying such stock dividends; and to 
full descriptive disclosures of any material 
change in depreciation rates, policies, or 
in accounting principles or their applica­
tion.
4. After July 1, 1933, the New York 
Stock Exchange required that all listing 
applications contain the certificate of pub­
lic accountants qualified under the laws of 
some State or country, certifying to the 
correctness of the balance sheet, income 
statement, and surplus statement for the 
most recent fiscal year. Applications also 
included an agreement to the effect that 
future annual reports to stockholders were 
to be similarly audited and similarly 
certified.
5. The above mentioned classes or 
recognition do not include State Corpora­
tion Acts, State Blue Sky Laws, or our 
increased duties in connection with tax 
matters. Many State Blue Sky Laws may 
gradually change their requirements to 
conform to the Federal Act, and many of 
them now require that financial statements 
be certified by independent public account­
ants. State Corporation Acts are also be­
ginning to recognize independent auditors, 
and one or two already require that the 
accounts of corporations shall be audited 
annually by certified accountants. In at 
least one State the selection of auditors is 
left to the stockholders.
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Possible E ffect on Imports 
The regulatory bodies appointed to ad­
minister these various new laws and reg­
ulations necessarily promulgate accounting 
rules and even draft the forms to be fol­
lowed. Fortunately, to date they have been 
assisted by special committees composed of 
prominent accountants appointed by our na­
tional and State societies. It is to be hoped 
that these requests for aid will continue, 
and doubtless they will. As stated before, 
it is also hoped that regulations may be 
drafted which will permit the reports of 
public accountants to be issued in a form 
which may be used more commonly for all 
purposes, as obviously it is ridiculous to 
assume that we should be called upon to 
render a report in one form for the regis­
tration of new securities; another for the 
registration of old securities; and still an­
other for stockholders or credit grantors. 
The advantage of one class of report, or 
a report the form and preparation of 
which is left to the discretion of the pub­
lic accountant preparing it, is not subject 
to much question.
Suggestions in regard to report prepara­
tion may be worth considering at this 
point.
1. The balance sheet should state the 
basis of valuation of the principal assets 
and should show major classifications 
at least to a reasonable extent and with 
a fair amount of description.
2. The profit and loss statements 
should present a reasonable classifica­
tion of income, expense, extraordinary 
items of either a recurring or non-re­
curring nature.
3. The basis of the estimated inven­
tory should be stated if used in prepar­
ing an interim profit and loss statement.
4. The certificate should contain spe­
cial qualifications and other remarks 
concerning any material change in de­
preciation rates or policies or in ac­
counting principles or in application as 
required by the Investment Bankers’ 
Code.
Conclusion 
In this paper an attempt has been made 
to present certain facts and conclusions 
concerning the financial or audit reports 
prepared by public accountants and some
of them may be summarized as follows:
1. That technical knowledge based on 
theory obtained in the classroom is in­
valuable to one who intends to enter 
public practice, and that no doubt its 
importance is becoming increasingly 
evident.
2. That a knowledge of logic, psy­
chology, and English is important.
3. That reports are prepared for sev­
eral different groups including man­
agement, stockholders, and the public 
and that so far as possible should be 
prepared for the benefit of all groups.
4. That readers are not usually ac­
countants and that clarity by the proper 
use of terminology and the proper ar­
rangement of the material is important 
if the report is to have any real merit.
5. That recent legislation has not in­
creased the responsibilities of the public 
accountant, but that such recognition 
has crystallized the legal liabilities and 
created damages out of proportion to 
the fees which these services command.
6. That in preparing regulations the 
regulatory bodies have consulted freely 
with the national and State societies of 
public accountants and no doubt may be 
expected to continue to do so.
7. That it is hoped that the reports 
required by these regulatory bodies to be 
prepared by public accountants may be 
given that flexibility which is so neces­
sary to the accountant in the exercise 
of proper judgment.
C. P. A. Libraries
A couple of years ago we called atten­
tion to the arrangements entered into by 
the Maryland Association of Certified 
Public Accountants and the City Library 
under which there has been established an 
Accounting Alcove which has proved to be 
of value, especially to the younger mem­
bers of the profession. A little over a 
year ago the Louisiana Society entered in­
to a similar arrangement with the New 
Orleans Library. Not long ago the Los 
Angeles Chapter of the California Society, 
cooperating with the Los Angeles Public 
Library, established accounting facilities in 
the library under a five-year trial arrange­
ment.
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Waiver of Jury Trial in Tax Cases
by W. E a r l  S m i t h , Attorney at Law, New York City
W A IV ER  of jury trial in United States District courts in tax cases is 
made possible by provision in Federal stat­
utes, but it is of considerable importance 
in order for a taxpayer to avail himself 
of all the benefits of these statutory pro­
visions that strict compliance with the pro­
visions be had in order that the findings of 
the court upon the facts, whether special 
or general, can be virtually treated as jury 
verdicts and be subject to the same review 
as to their correctness by the appellate 
courts as are jury verdicts. The necessary 
steps which must be taken by taxpayer’s 
counsel are, therefore, of indispensable 
value to note in view of the fact that many 
cases are irretrievably lost on appeal sim­
ply because of the neglect of counsel to 
take the necessary precautions in the lower 
court.
The pertinent statutes are Sections 773 
and 875, Title 28, U. S. C. (Sec. 649 and 
700 R. S., U. S .) , Section 773, Title 28, 
U. S. C. (649 R. S .) being amended by 
Act of May 29, 1930, c. 357, 46 Stat.
Section 773, Title 28, of the U. S. C. 
originally read as follows:
“Sec. 773. Same, by Court. Issues 
of fact in civil cases in any district court 
may be tried and determined by the 
court, without the intervention of a 
jury, whenever the parties, or their at­
torneys of record, file with the clerk a 
stipulation in writing waiving a jury. 
The finding of the court upon the facts, 
which may be either general or special, 
shall have the same effect as the ver­
dict of a jury.
The amendment of May 29th, 1930, is 
as follows:
Sec. 773. Sam e, by Court. Issues of 
fact in civil cases in any district court 
may be tried and determined by the 
court, without the intervention of a jury, 
whenever the parties, or their attorneys 
of record, agree to waive a jury by stip­
ulation in writing filed with the clerk or 
by an oral stipulation made in open court 
and entered in the record. The findings
of the court upon the facts which may 
be either general or special, shall have 
the same effect as the verdict of a jury.
Section 875, Title 28, U. S. C. is as 
follows:
Sec. 875. Review on cases tried with­
out jury. When an issue of fact in any 
civil cause in a district court is tried 
and determined by the court without the 
intervention of a jury, according to sec­
tion 773, the rulings of the court in the 
progress of the trial of the cause, if ex­
cepted to at the time, and duly presented 
by a bill of exceptions, may be reviewed 
upon a writ of error or upon appeal; 
and when the finding is special the re­
view may extend to the determination 
of the sufficiency of the facts found to 
support the judgment. (Sec. 700 R. S . : 
Feb. 13, 1925, c. 229, Sec. 1, 43 Stat. 
936.)”
Trial by jury in tax cases is a constitu­
tional right which may be waived by par­
ties presenting their cases before the Dis­
trict courts. Section 773 above does not 
add or detract from that right in any par­
ticular except to provide the form that 
such waiver must take before the findings 
of the district judge may be subject to 
review by higher courts. The right of 
trial by jury may still be waived without 
regard to Section 773, as in cases, for in­
stance, where there is an appearance and 
participation in a trial without the parties 
having demanded a jury. Kearney  v. 
Case 12 Wall 275, Pergo  v. Dodge, 163 
U. S. 160, 166. It must be noted, how­
ever, that compliance or non-compliance 
with the statute becomes a question of con­
siderable importance when an appeal is 
made. The so-called Conformity Act 
which compels procedure in Federal courts 
to follow that of the State in which the 
court is sitting as near as may be, does not 
control with reference to a waiver of jury. 
Bow ers v. H enry  Steers  (CCA 2) 241 
Fed. 377.
The purpose and effect of Section 773 
when read together with Sections 772 and
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875 is to define the scope of appellate re­
view in actions at law which have been 
tried without a jury. Jurisdiction to re­
view such cases is wholly dependent upon 
the existence of these sections for, as was 
said in Campbell v. United States, 224 U.
S. 99, prior to the enactment of Section 
773, “the trial to the district court without 
a jury was in the nature of a submission 
to an arbitrator, a mode of trial not con­
templated by law, and the courts’ deter­
mination of the issues of fact and of the 
questions of law supposed to arise upon its 
special findings was not a judicial deter­
mination and therefore was not subject to 
a re-examination in an appellate court.” 
Campbell v. Boyreau, 21 How, 223; R og­
ers v. United States, 141 U. S. 548.
Review of cases tried without the inter­
vention of a jury is limited by Section 
875, to cases tried according to Section 
773. That is to say, cases in which “the 
parties or their attorneys of record file 
with the clerk a stipulation in writing 
waiving a jury,” and now, since the 
amendment of May 29, 1930, limits review 
to cases in which “the parties, or their 
attorneys of record, agree to waive a jury 
by a stipulation in writing filed with the 
clerk or by an oral stipulation made in 
open court and entered in the records.”
Therefore, unless strict compliance is 
had with the terms of the statute and 
written stipulation filed with the clerk of 
the court or an oral stipulation made in 
open court and entered in the record, the 
rule in the case of Campbell v. United 
States supra applies and no review can be 
had of the rulings of the court below or 
of the question of law in the course of the 
trial or of the sufficiency of a special find­
ing made to support the judgment. D ueg­
nain v. United States 274 U. S. 195.
In considering the effect of Section 773 
and the amendment thereof above men­
tioned, the distinction between special and 
general findings must be borne in mind, 
observing always the fundamental rule 
that general findings of fact by the lower 
court, whether made by the judge or a 
jury, are conclusive in Fleishman Co. v. 
United States, 270 U. S. 349, the court 
makes clear that:
In the absence of special findings, the
general finding of the court is conclu­
sive upon all matters of fact, and pre­
vents any inquiry into the conclusions of 
law embodied therein, except in so far 
as the rulings during the progress of the 
trial were excepted to any duly pre­
served by bill of exceptions, as required 
by the statute.
To obtain a review by an appellate 
court of the conclusions of law a party 
must either obtain from the trial court 
special findings which raise the legal 
propositions or present the propositions 
of law to the court and obtain a ruling 
on them.
He should request special findings of 
fact by the court, framed like a special 
verdict of a jury, and then reserve his 
exceptions to those special findings, if 
he deems them not to be sustained by 
the court from the facts found, he 
should have them separately stated and 
excepted to. In this way, and in this 
way only, is it possible for him to re­
view completely the action of the court 
below upon the merits.
These matters are of imperative impor­
tance for the government subjects the 
record in each case coming up from a dis­
trict court, in which jury trial has been 
waived, to an examination, (memo., De­
partment of Justice, Sept. 5, 1930) in or­
der to determine whether the case is re- 
viewable by the appellate court, whether 
Section 773 has been complied with, and 
to see whether the findings are “general” 
or “special.” For if section 773 has not 
been followed, or if such fact does not 
appear affirmatively from the record, then 
the only questions reviewable, whether the 
findings by the judge below are general or 
special, are questions arising on the pro­
cess, pleadings, or judgment, unless the 
facts are admitted under a case stated. 
This has been the rule since the first Ju ­
diciary Act of 1789 except in cases which 
arose under special acts of Congress re­
lating to Louisiana and to California and 
Oregon. ( Moore v. Sinne (CCA 8) 24 F.
(2) 960). The scope of review was no 
broader, even if a written stipulation was 
filed in such cases until the Act of Con­
gress of March 3, 1865 (13 Stats. 500;) 
which is section 773 above, which per­
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mitted relief where a written stipulation 
was filed. Moreover, where the waiver is 
made in open court the record must state 
so explicitly. The mere assertion that the 
case came to trial, the jury being waived 
is insufficient to show a written waiver. 
Rush v. Newman (CCA) 58 F. 158, 160. 
Where it does not appear by the transcript 
of record that a jury was waived by stipu­
lation, the judgment although valid, can­
not be reviewed except for error on the 
face of the pleadings or of the judgment 
itself because the judge is regarded as sit­
ting as an arbitrator. Bond v. Dustin 112 
U. S. 604; D undee M ortgage Co. v. 
H ughes 124 U. S. 157.
Where the statute is not strictly fol­
lowed, neither the evidence nor any ques­
tion of law presented by it are subject to 
review. ( L aw v. United States 266 U. S. 
495 Campbell v. Boyreau 21 How 226; 
Campbell v. United States 99; National 
City Bank v. Kimball Commercial & Sav­
ings Bank (CCA 8) 2 F. (2) 461.) This 
applies to both special and general findings.
If  section 773 has been fully complied 
with then the question of whether the find­
ings of the court are general or special be­
comes of paramount importance. I f  gen­
eral, the findings are conclusive upon all 
matters of fact and there can be no inquiry 
into the conclusions of law embodied 
therein, except insofar as exceptions were 
taken during the trial. In addition to 
points saved during the trial in court rul­
ings, however, questions of process, plead­
ings and judgments are always reviewable. 
Schnen  v. Dickson 148 U. S. 71, 73, St. 
Louis v. Telegraph Co., 166 U. S. 388 
Vicksburg Ry. v. Anderson-Tuilly Co. 256 
U. S. 408, 415.
If  section 773 has been followed and the 
findings of the court are special then the 
findings are tantamount to special verdicts 
of juries and exceptions can be taken 
thereto and the points so raised reviewed. 
( Fleishman Co. v. United States 270 U.
S. 349.) The opinion of the trial judge 
dealing generally with the issues of law 
and fact and giving the reasons for his 
conclusion, is not a special finding of facts 
within the meaning of the statute. ( Rai­
mond v. Terreborne Parish 132 U. S. 192, 
194; British M ining Co. v. Baker Mining  
Co. 139 U. S. 222 Y ork  v. W ashburn  129
Fed. 564, 566; United States v. Stockyards 
Co. 167 Fed. 126, 127.) Where the statute 
is followed and the findings special, the 
review may extend not only to questions 
of process, pleadings, and judgment and 
not only to points raised on exceptions 
taken during the trial, but to the deter­
mination of the sufficiency of the facts 
found to support the judgment as well 
(28 U. S. C. A. 875). So to obtain a re­
view by an appellate court of the con­
clusions of law a party must either obtain 
from the trial court special findings which 
raise the legal propositions, or present 
the propositions of law to the court and 
obtain a ruling on them. N orris v. Jackson, 
supra, 129; Martinton v. Fairbanks, supra, 
673. That is, as was said in Hum phreys v. 
Third National Bank, supra, 855, “he 
should request special findings of fact by 
the court framed like a special verdict of 
a jury, and then reserve his exceptions to 
those special findings, if he deems them 
not to be sustained by any evidence; and 
if he wishes to except to the conclusions 
of law drawn by the court from the facts 
found he should have them separately 
stated and excepted to. In this way, and in 
this way only, is it possible for him to 
review completely the action of the court 
below upon the merits.” (Fleishm an Co. 
v. U. S . supra.)
Notes
T he Financial Digest (London), in its 
January 17 issue carried an article from 
the Monetary Tim es in which it was said: 
“It is indeed surprising that international 
finance continues to blunder along even 
now without adopting the clearing house 
system of settlement for exchange require­
ments.” The article suggests that in the 
background of international settlements 
there is a basis for the development of an 
exchange clearing house covering the en­
tire world.
James L. Benson, C.P.A., of Baltimore, 
Maryland, delivered an address before the 
Luncheon Club of the Bar Association of 
Baltimore City on March 7. His subject 
was “The Revenue Act of 1934 and Your 
Income Tax Return.”
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The Role of the Professional Man 
in Society*
O. J. H a g e n , M.D., F.A.C.S., Regent, University of Minnesota
T HE professions were originally lim­ited to the Law, Religion and Med­
icine. As time went on others were added 
until now teaching, nursing, engineering, 
dentistry, architecture, veterinary science, 
pharmacy and accounting are included.
Various motives are found as urges in 
the pursuit of the professions. Obviously 
the highest type of professional men and 
women are to be found among those who 
possess a deep longing to render a particu­
lar type of service. They are usually en­
dowed with a high aptitude for and a noble 
attitude towards the work to be done and 
would rather do that one thing than any­
thing else in the world. They are willing 
to make great sacrifices to attain profici­
ency for the job. They dedicate them­
selves to it and in that field of work “live, 
move and have their being !” These spirits 
achieve because they have deliberately 
chosen to identify themselves with some­
thing to them infinitely worth while doing. 
They project themselves into it with amaz­
ing enthusiasm, stand for it, venture in 
behalf of it, and in it find personal satis­
faction and enlargement. The job becomes 
an individual self-expression and towards 
it they maintain an attitude of respect and 
reverence. No slipshodness mars their 
performance. For high attainment they 
risk their every resource and often at the 
peril of their lives they strive for the ideal. 
The element of gain does not enter into the 
pursuit, or, if at all, it is secondary. They 
are animated by the imponderable thing 
which has come to be denominated the 
professional spirit.
The urges that motivate others who seek 
the great professions range from pure per­
sonal gain, social prestige, power or obedi­
ence to the wishes of some fond parent. 
Those who gain entrance to a profession 
from any these motives usually bring to
* A d d ress  delivered  b e fo re  th e A sso cia tio n  of  
G overn in g B o a rd s  o f  S ta te  U n iversities .
it no distinction. They only learn the mo­
tions of their work without bothering to 
study the meaning of those motions. Their 
hearts are not in their tasks and their lack 
of idealism often leads them to prostitute 
their profession by doing a poor job, often 
perverting and directing the power that 
the peculiar knowledge gives them into 
unmoral, unsocial and even immoral uses, 
thereby becoming a menace rather than a 
blessing.
When such motivated persons become 
lawyers they often use their legal knowl­
edge to beat the law, to defeat the ends of 
justice and become those who in our day 
by legal technicalities are able to protect 
the criminal. When such motivated per­
sons become doctors they sometimes use 
their medical knowledge in the perversion 
of morals and by poor workmanship cause 
endless woe.
Even the profession of preaching is not 
free from the taint. Page after page of 
history is red with the blood of martyrs, 
massacred by religious bigots who by their 
fanaticism have made countless thousands 
mourn.
None of these should ever have been 
permitted to become efficient.
The first type of professional men and 
women have obviously the primal elements 
for real success and their idealism trans­
figures their work. They forge ahead, 
they carry the torch high, they adorn and 
bring distinction by rendering an impres­
sive service. These are the Angelo-Patris 
in teaching, the Florence Nightingales in 
the nursing profession, the Chief Justice 
Marshalls in the field of law. They are 
the Archbishop Irelands, the Livingstons, 
the Isaiahs and the St. Pauls in religion; 
the Walter Reeds, the Pasteurs, the Criles 
and the Mayos in medicine. They are the 
Christopher Wrens who have reared into 
beauty the St. Pauls, the Notre Dames and 
the St. Peters.
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Professionalism may be thought of as 
special competence acquired as a result 
of intellectual training. And the highest 
type of professional man is one who is 
endowed with special aptitude, acquires a 
maximum of high technical skill and is 
driven by the compulsion of a high ideal­
ism. Again, a professional man may be 
characterized as a person who has one foot 
in the academic world and the other in the 
world of affairs, but breathes the breath 
of life into both. Someone has aptly said: 
“The academic man knows what is theo­
retically possible but the professional man 
knows what is possible in practice or is 
at least in a position to discover what is 
possible and to make it known. This is 
his unique province and it is here he con­
tributes most.”
By way of illustration, I may cite that 
Purdue has many academic professors in 
engineering who explain the laws of 
physics, chemistry, electricity and me­
chanics, but it takes Engineer Trustee 
David Ross to translate them into gears 
and machinery to be transported the world 
over in the service of man.
Modern accounting aims at more than 
recording cash transactions. The modern 
accountant is one who is competent to de­
sign and evaluate the system of accounts 
required to record the immense volume of 
transactions that take place in the world 
of trade, industry and finance and to mar­
shal such records as to convey an intelligi­
ble expression of the experience at all 
times and stages of the business or indus­
try in terms of money and money’s worth. 
The professional accountants, trained as 
many of them are in our day in the law, 
and through research, are the real master 
minds behind not only the great industrial 
fabric of the country but are also back of 
the governmental bureaus having to do 
with the vast fiscal problems of govern­
ment. These experienced and trained pro­
fessional men are the medical diagnosti­
cians and consultants of industry and gov­
ernmental finance.
When one attempts to estimate the ideal 
professional man’s direct contribution to 
society throughout the ages, not only in 
material things but also in the sovereign 
realms of life’s imponderables it will in­
clude about everything that has lifted us
out of barbarism into the present state of 
civilization.
Recount their contributions for happi­
ness and progress in the world:
The priest with a passion for righteous­
ness has brought religion to the heathen 
and set stars of spiritual hope in man’s 
dark night. The medical scientist, conver­
sant with the knowledge of the causes of 
disease, armed with antiseptics, serums and 
vaccines, and trained in the art of sur­
gery, has conquered pestilences that form­
erly destroyed whole populations, has pre­
vented disease and cured millions. Me­
chanical and electrical engineers have 
s p a n n e d  yawning chasms, tunneled 
through mountains, sent ships over the 
seas, laid cables under them, filled the air 
with flying navies, and through the tele­
scope have opened vast universes of 
worlds undreamed of. The architect has 
builded for beauty and the educator for 
an impressive service and for the happi­
ness of all men.
However, in the more sober evaluation 
of it all we must admit that the material 
progress has far outdistanced the spiritual 
and that all this material achievement has 
not brought happiness, and alone, never 
can. The thing we call civilization must 
be spiritualized, else it will collapse and 
go to the way of Thebes, Alexandria, 
Babylon and Rome. We must not mistake 
the mechanics of civilization—material 
wealth, highways, electrification and sky­
scrapers— for civilization itself. The term 
originally included culture and a spiritual 
suffusion that gave it soul and purpose.
A Russia cannot survive unless it ceases 
to make the machine its god, for man does 
not live by bread alone. What profits it 
a nation that it gain the world, but loses 
its soul, and its culture, which includes 
its manners, its tastes, its sense of beauty, 
its spiritual creativeness, and starves its 
artists, poets, statesmen, philosophers and 
saints? It is creating a terrifying Franken­
stein that will destroy not only its creator 
but will become a menace to the rest of the 
world, for it knows no law but that of 
destruction.
This warning word to you, Governing 
Boards: Any highly mechanized, intoler­
ant, imperialistic, soulless nation — and 
there are some of them on earth—can
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quickly annihilate any other nation, no mat­
ter how deeply spiritualized, if it be filled 
only with militant pacifists unprepared to 
defend their homes and their ideals.
But it is not only in giving a direct pro­
fessional service in their own and indi­
vidual fields that professional men are 
valuable.
Professional men are craftsmen and all 
craftsmen are distressed to see bad work­
manship and to observe that opportunities 
for their craft have been neglected. The 
architect cannot but dislike faulty town 
planning; the engineer cannot fail to be 
troubled by inefficient machinery and 
neglect to employ new sources of power. 
There is an unescapable desire, though it 
may be latent, to see the fullest and most 
efficient use made of professional tech­
niques in the service of the community. 
The scientific accountant despairs at the 
governmental wastes and shortsighted 
social planning. They are trained to orient 
fundamental factors and principles and 
then proceed to build. The lawyer’s train­
ing is especially valuable in legislation and 
public and private service. In our legisla­
tive assemblies he at once assumes impres­
sive leadership in directing and advising 
in the formulation of wise laws and public 
policies. While the main function of a 
professional man is to translate research 
and knowledge into power, his training 
becomes of inestimable value to society in 
that he has the ability by virtue of that 
training to evaluate situations whatever 
they may be. He thus becomes a practical 
statesman and is society’s best security 
against the ingenious demagogue and false 
prophets.
Professional organizations are great 
stabilizers in society. They are trained to 
build bridges between static knowledge and 
working power. They are conscious of a 
fluid world and they constantly adapt tech­
nique to the changing order. “They know 
that nothing is to be achieved in their own 
spheres by destruction or revolution and 
they assume that the same applies in other 
spheres. And so they engender modes of 
life, habits of thought and standards of 
judgment which render them centers of 
resistance to crude forces which threaten 
steady and peaceful evolution.” Out of the 
dreams and longings of mankind they
build a better social order.
“The needs of the post-war world are 
such that popular government is doomed 
unless it calls to its aid those who hold 
the keys to the solution of its problems. 
Today in the bewildering mass of our 
problems, the association between scientific 
inquiry and the art of government has be­
come a prime necessity. Knowledge is 
power. Authority without knowledge is 
powerless. Power disassociated from 
knowledge is a revolutionary force. Unless 
the modern world works out a satisfactory 
relationship between expert knowledge and 
popular control the days of democracy 
are numbered.” (A . Zimmerman, Learning  
and Leadership, p. 61.)
• To build bridges between knowledge and 
power is his domain and it is here the 
university will be of the greatest service by 
hurling into the world situation earnest, 
capable, well-trained men who will gather 
the facts as they are, visualize a society 
that is desired, and evaluate experiences 
and conclusions evolved in theory and 
make use of these in translating the old 
order into the new.
If men are to control their social and 
economic machines it is essential that they 
should grasp their nature and purpose, 
and see them as secondary products, sec­
ondary in the sense that they exist solely 
in order that men should be able to render 
their special services. Here is where the 
professional experts, tested and trained, 
move in and with dispassionate and open 
minds translate theory into practice.
So, as far as society is concerned there 
can be no menace in the overproduction of 
the highly trained professional man. He is 
rather society's greatest asset. There is 
often an overproduction of the unfit and 
the mediocre type in each of the profes­
sions.
Five years ago there was raised a cry in 
Minnesota that we were training too many 
for the teaching profession for the State 
to absorb. A survey was made and it was 
found that there was an overproduction in 
the number that classified themselves as 
teachers but it was found that there was 
an underproduction of good teachers and 
to meet the demand of an enlightened 
citizenship for the highly equipped teacher 
the normal schools intensified the courses
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by expanding into State Teachers’ Colleges 
granting pedagogic degrees. And so to 
meet the changing social order professional 
training should be levelled upwards in 
every field.
Let this remain with you as a prophecy. 
The State or nation that will write the his­
tory of the future and fill its pages with 
thrilling chapters of achievement will be 
the State or nation that possesses the most 
impressive intellectual and professional 
aristocracy. They have proven their worth 
and they are more sorely needed now than 
ever before.
The present deplorable world situation 
is of our own making and the product 
of our own selfishness, shortsightedness 
and folly. We have shouldered upon the 
next generations debts they cannot carry; 
we have created international animosities, 
misunderstandings and prejudices requir­
ing half a century of wise educational 
planning to heal. Can you think of any 
other agency but education that can 
achieve it? It is up to us to mend the 
wrong.
I f  the historian of the future who will 
render a judgment on our generation is 
not to point the finger of scorn at us for 
our inefficiency and lack of foresight we 
must so order and direct the course of 
events as to prevent the catastrophe to­
wards which we are headed. We are in the 
midst of the greatest crisis in history. Cool 
minds, pilots that have been tested by 
training and experience, and hearts that 
are true to the best ideals and traditions 
of American democracy must be at the 
helm. There are rocks ahead and false 
lights on the shore.
And so, my answer to the question, “Is 
there a Menace of Professional Overpro­
duction?” is that there is not at present an 
overproduction of the high type of pro­
fessional men needed in this democracy 
for its security and progress and if there 
ever becomes an overproduction it will be 
a menace, but only to hypocrisy and in­
efficiency in government, to ugliness, greed 
and injustice in the social order and to 
the crude forces that create a society 
crowded with proletarian slaves and a cul­
tureless bourgeoisie.
As governing boards of the chief arms 
of the states—its universities—it becomes
our bounden duty, evident task and special 
responsibility to create this superclass. 
This class is to society what the supereffi­
cient endocrines are to the normal human 
organism—mysterious compounds which 
when suffusing the elemental wellsprings 
of man give color to personality, tension 
to muscle, alertness to mind, and fire to 
the whole being — drives a Lindberg 
through a blinding storm alone and un­
afraid across his Atlantic and a Babe Did­
rickson to victory in our Olympiads.
Only 5% of the population even in what 
are termed the enlightened nations of the 
earth are really functioning impressively 
—the high-minded industrial leaders and 
philanthropists, the lofty thinkers and 
doers for the integrity of the home, the 
church and state—and constitute the per 
cent that is carrying the world’s burdens. 
A 25% are conscientiously supporting in 
a fairly efficient manner this 5% leader­
ship; 20% are as lazy as they dare to be 
—and leave the world no better than they 
found it. Another 20% are leading just 
an ordinary animal life, eat, drink, propa­
gate and add nothing to progress. Among 
them reproduction of ignorance outruns 
the propagation of intelligence. Thirty per 
cent are actively detrimental and a national 
menace, among them a few who through 
greed, selfishness and dishonor have come 
into possession of a large part of the na­
tional wealth and live primarily for what 
they can personally get out of society with­
out giving anything back. Among this 30% 
are also the social derelicts, the mentally 
deficient, the physically unfit and the open 
criminal. For this 50%—the other half 
work, slave and sacrifice in endless ways.
The task of the superclass is to clean 
up the Augean stables, disinfect the fester­
ing sores in our social order and by en­
thusiastic efficient leadership lead all man­
kind upwards.
To teach how is the task of our institu­
tions of learning.
What is this institution we call a Uni­
versity.
Professor Alexander of England in the 
British Quarterly has broadly defined it 
thus:
“I should describe a University as an 
association or corporation of scholars and 
teachers engaged in acquiring, communi­
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cating, advancing knowledge, pursuing in 
a liberal spirit the various sciences which 
are a preparation for the professions or 
higher occupations of life. The omission 
of any part of this description would con­
vey a false impression as to what a uni­
versity is: It needs teachers as well as 
scholars. It does not exist only for acquir­
ing and communicating the h i g h e r  
branches of knowledge but for extending 
them as well; and it does not only pursue 
the sciences for their own sake but so far 
as the larger part of the members are con­
cerned pursues them in preparation for the 
professions. And when the term science is 
used it includes the arts.
“Science means first the study of the 
rational principles underlying each subject 
or art, and second establishing relations 
between one subject and another general­
izing or distinguishing which process is 
the beginning of philosophy.
“Systematic and deliberate effort to un­
derstand by principles, to discover the 
reason of facts instead of merely acquir­
ing familiarity with a subject of knowl­
edge or merely acquiring technical skill in 
the handling of material is its domain.
“What makes study academic is its 
liberal spirit which can be cultivated in 
natural science and technology as in such
subjects as literature, ancient literature 
and moral science.
“Liberality is a spirit of pursuit, not a 
choice of subject. A study merely demand­
ing the acquisition of routine knowledge 
or of technical skill in handling of certain 
material finds no place in a university.”
To educate all the youth that come to it 
to become good neighbors among them­
selves and internationally; to train profes­
sional leaders who can spiritualize the in­
dividual in society, and make him capable 
of employing his leisure for cultural ex­
pression and wholesome enjoyments; to 
capitalize the highly endowed for happi­
ness in professional efficiency; to help so 
to organize the social order that there is a 
job somewhere awaiting every youth, is 
the particular task of the university as an 
efficient arm of the state.
In proportion as we fail in any and all 
of these objectives, in that proportion will 
we be directly responsible for not avert­
ing catastrophe.
As this nation could not exist half slave 
and half free so it cannot live for long 
now with countless thousands of youth un­
employed and millions of families without 
bread.
I f  no relief comes soon a clarion call will 
be sounded and youth will be in the saddle 
to ride—no one knows where.
Wee Bits on Accountancy
R e g u l a r l y  C o n t r i b u t e d  b y  L o u i s  S. G o l d b e r g ,  C.P.A., Sioux City, Iowa
The Widow Gullib's Investment
" M RS. GULLIB has made you an ini­
tial payment of $1,000.00 on 100 
shares of your stock,” Lon Longley, the 
celebrated accountant, was saying to the 
president of Utopia Gum Corporation, 
“and before paying over the remaining 
$9,000.00 she has asked me to audit your 
financial standing. The usual business in­
vestigation, you know.”
John Smith, president, knew. Suave, 
sleek, smooth, he for a moment eyed keen­
ly and in silence the famous auditor. Long­
ley’s clear, steady, penetrating eyes met the 
visual combat directly as he puffed leisure­
ly at his pipe. That pipe, straight, long­
stemmed, of ancient vintage, inseparable 
from Longley, was quite as well-known as 
the skill, silence, and discretion of its dis­
tinguished owner. At length, Smith spoke, 
easily:
“Good. I admire Mrs. Gullib’s prudence, 
to investigate before she invests. W e’ll be
212 T H E  C E R T IF IE D  P U B L IC  A CCO UN TA N T A p ril,
glad to tell you all we know, show you all 
our records. Since we do not issue any 
certified statements, you have a right to 
see the books for yourself. The Utopia 
company pays dividends and income tax 
regularly; and the reputations of the men 
on our Board of Directors are a match for 
those of your own Scotch, Continental, 
and American ancestors.”
Amused at this reference to his com­
posite lineage, the sharp-featured Long­
ley slowly untwisted his legs, drew his pipe 
from his mouth and a pencil from his 
pocket, and said:
“May I first have a list of your books?”
Smith responded by promptly setting 
down two books on the table. “That is 
all of them.”
“Charming simplicity,” reflected Long­
ley, silently. He began at once to thumb 
through the books. One of them showed 
money received and paid out; the other 
contained three divisions: accounts with 
debtors, with creditors, and general ledger 
accounts. Running down some of the gen­
eral ledger sheets, Longley observed such 
references as “J-3 ” and “J-4 ”.
“May I also have your Journal?” The 
question came simply, in his captivating 
deep, rich voice.
“Oh,” said the president, “we used to 
have an old Journal, but that has been 
discarded.”
“And your concelled checks, purchase 
invoices, sales and shipping tickets ?” ques­
tioned Longley.
A mass of bank checks was produced, 
but Smith explained that the other papers 
inquired after were not considered by the 
office to be of sufficient importance to be 
retained.
The auditor crossed his long legs again, 
filled his pipe, and, smoking placidly, fell 
diligently to his labors. Smith left to keep 
some business engagement. For two hours, 
Longley turned page after page of the 
books, filled page after page of long yel­
low sheets with words and figures, sorted 
through the bank checks, enveloped in a 
haze of friendly pipe smoke.
At noon, the president of Utopia re­
turned. The accountant looked up from his 
papers.
“Take lunch with me?” queried Smith.
“Thanks,” said Longley, “another time. 
I have one of those long-winded confer­
ences this noon that will keep me until 
two.”
Assembling his yellow work-sheets, he 
slipped them into his brief case, and went 
on his way. His “conference” carried him 
to the telegraph office, where the wires 
were soon set humming with messages to 
many distant points. His next visits were 
at a bank and at the office of Dun & Brad­
street, Inc. Later, he returned to the tele­
graph office for his answers.
At 2 P. M., at the Utopia office, Presi­
dent Smith was listening to Longley’s 
speech:
“The missing Journal and the absence of 
purchase invoices and shipping records are 
most extraordinary. From your debtors’ 
ledger sheets I made a record of your 
Sales and your Accounts Receivable; these 
telegrams and the records of Dun & Brad­
street, Inc., show that your supposed sales 
and your imagined customers have no ac­
tual existence. I did the same as to your 
Purchases and your Accounts Payable, 
with like results.
“Then there are these checks to your 
star salesman, Brown. He is a charming 
fiction. The endorsements on the checks, 
drawn for $100.00 every few days, with 
the records of the bank, show that these
funds found their way to ...........” Smith
interrupted:
“Longley, you’re all wrong. Feeling as 
you do, we won’t accept your client’s sub­
scription to our stock. Here is Mrs. 
Gullib’s $1,000.00 payment back; on your 
advice, she is missing out on a most profit­
able investment. Good day, sir.”
Longley, reporting the sad tidings to 
his client, said: “It’s very distressing, Mrs. 
Gullib, but you will have to look about 
elsewhere to invest your $10,000.00. Your 
sister has some Utopia stock; maybe you 
can buy hers.”
But Mrs. Gullib’s sister went to the 
Utopia office to turn back her stock; find­
ing that office both closed and empty, she 
proceeded to the office of the State’s At­
torney.
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Some Legal Aspects of Stock Rights
by L. L. B r i g g s ,  Professor of Economics, University of Vermont
IN this paper I shall attempt to state the fundamental legal principles governing 
the rights of holders of original shares in 
a corporation to subscribe when that cor­
poration issues new or unissued stock.
The general rule is that when new 
shares are issued for money, each holder 
of the original stock is entitled to a prior 
right to subscribe to the proportion of 
such new issue as his shares bear to the 
total issue before the increase. This rule, 
which was originally laid in Gray v. Port­
land, 3 Mass. 364 (1807), has stood al­
most unquestioned for more than a cen­
tury and has been followed by courts of 
the highest standing. According to Justice 
O’Brien in Stokes v. Continental Trust 
Company, 91 N. Y. S. 239 (1904) : ".  . 
It is the foundation of the rule upon the 
subject that prevails, almost without ex­
ception, through the entire country.”
The courts are in conflict as to the ex­
istence of the pre-emptive right with re­
spect to authorized but unissued stock. It 
has been held that this preferential right 
exists, at the time of incorporation, es­
pecially where the corporate by-laws so 
provide, and no statute limits or destroys 
it. In Snelling v. Richard, 166 Fed. 635 
(1909), the court held that existing stock­
holders were entitled to an opportunity to 
subscribe for their proportionate share of 
unissued stock before it could be disposed 
of to others, and the directors were en­
joined from issuing it without giving them 
such an opportunity. In Crosby v. Strat­
ton, 68 Pac. 130 (1902), the court said: 
“Such preference does exist in relation to 
original stock which remains untaken, and 
therefore unissued, at the time of incorpo­
ration.” According to Chief Justice Mor­
gan in Titus v. Paul State Bank, 32 Idaho 
23 (1910): “If part of the authorized 
capital stock of a corporation remains un­
issued, in the absence of a statute to the 
contrary, each stockholder has a right to 
purchase such proportion of it, when the
issuance and sale thereof are directed, as 
his holdings bear to the stock then out­
standing.” It has been held that the right 
to issue the remaining stock is a corporate 
franchise, held by the corporation in trust 
for the corporators, which must be dis­
posed of for the benefit of all the share­
holders.
Other courts have held that the right is 
limited to an increase of stock, and, that 
in the absence of some express charter or 
statutory provision, a stockholder has no 
greater or different right than a stranger 
to subscribe for or purchase undisposed of 
shares of the original stock. In Dunlay v. 
Avenue, 253 N. Y. 274 (1930), Justice 
Pound said: “In respect to the balance of 
shares constituting the initial authorized 
issue, as distinguished from new shares, 
the case is different. The subscribers ordi­
narily take such shares with the clear un­
derstanding that the subscription shall be 
completed before they may rely on the 
preservation of their proportional status. 
The understanding may, however, be 
otherwise. The issued stock may be related 
to the unissued stock as stock for imme­
diate issue is to stock for future expan­
sion. In such case the pre-emptive right 
might not be denied. . . .  I f  the issue of 
the unissued original shares, whenever 
authorized, is reasonably necessary to raise 
money to be used in the business of the 
corporation, rather than the expansion of 
such business beyond the original limits, 
the original shareholders have no right to 
count on obtaining and keeping their pro­
portionate part of the original stock.” In 
Archer v. Hesse, 150 N. Y. S. 296 (1914), 
Justice McLaughlin maintained that: “A 
corporation may use its original unissued 
authorized capital stock for any legitimate 
or lawful purpose it sees fit. . . . Before 
making such use it is not obligated to give 
to existing stockholders an opportunity to 
purchase.” Stated in other words, these 
courts have ruled that an old stockholder
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has no right to subscribe to the untaken 
stock forming part of the original capital 
that is superior to the right of one who 
owns no shares in the corporation. This 
rule has been extended to shares formally 
set apart by the stockholders to be re­
tained by the corporation.
In New York existing stockholders have 
a pre-emptive right as to authorized but 
unissued stock held in reserve to meet the 
needs of future expansion of the corpo­
rate business but not to the authorized and 
unissued stock which must be sold under 
reasonable necessity to provide present 
funds to enable the corporation to carry 
on the business authorized by its charter.
The reasoning upon which the general 
rule is based has varied with the several 
courts which have been concerned with 
stock rights. It is usually maintained that 
a stockholder is entitled to keep his pro­
portional interest in the corporation, no 
matter whether that interest is large or 
small, because it is an inherent and in­
choate right by virtue of his being a stock­
holder. His power to vote can not be cur­
tailed by the issue of new stock to out­
siders without giving him an opportunity 
to subscribe, since this might permit the 
minority to wrest control of the corpora­
tion from the majority. In many cases cor­
porations are incorporated, capitalized and 
organized by stockholders upon expecta­
tions based upon the maintenance of con­
trol by the existing majority of the holders 
of the shares. In fact, the pre-emptive 
stock right doctrine is a judicial develop­
ment to protect stockholders in their rela­
tive and preponderate voice and interest in 
the assets and control of the company and 
in their voting power. The courts allow 
the holders of non-voting shares very lit­
tle in the way of stock rights.
Let us consider the theoretical bases of 
stock rights as expressed by the courts in 
the leading cases on the subject. In Gray 
v. Portland, (3 Mass. 364 (1807), Justice 
Sedgwick looking upon the corporation at 
that early time as being similar to a 
partnership, gave the following argument: 
“At the time of the vote to augment the 
capital of the bank, all the stockholders 
were partners. The augmentation was sup­
posed to be, and intended for the profit 
of the joint concern; the capacity to aug­
ment was in virtue of their joint interest; 
and it could only be done by the will of 
the majority, and that in pursuance of their 
original association. The law, by which 
the partnership existed, and by which the 
united interest was regulated, was that 
alone by which the augmentation could be 
made. Whenever a partnership adopts a 
project, within the principles of their 
agreement, for the purpose of profit, it 
must be for the benefit of all the partners, 
in proportion to their respective interests 
in the concern. Natural justice requires 
that the majority should not have the 
power to exclude the minority . . . ” Ac­
cording to Justice Thomson in Crosby v. 
Stratton, 6 Pac. 130 (1902) : “To dispose 
of the unissued or added stock to strangers, 
or to other stockholders without affording 
him an opportunity to take his pro rata 
share, would be, without his consent, to 
impair his interest and influence in the 
corporation, and diminish the relative value 
of his holdings.” Justice O’Brien made the 
following statement in Stokes v. Con­
tinental Trust Company, 91 N. Y. S. 239 
(1904), “In the case before us the new 
stock came into existence through the ex­
ercise of a right belonging wholly to the 
stockholders. As the right to increase the 
stock belonged to them, the stock when in­
creased belonged to them.” In the same 
case, Justice McLaughlin concurred and 
added: “A stockholder, prior to the in­
crease, has a right to a voice in the man­
agement, and to a share of the assets of 
the corporation, on final dissolution, in the 
proportion that his holdings bear to the 
then outstanding capital stock. These rights 
are materially affected by an increase of 
the capital stock, and such increase must 
therefore be made in a manner to enable 
him to become the purchaser of such a 
proportion of the increased stock as will 
preserve his right to the same proportion 
in the assets on final liquidation as he 
originally had, and also the same voice in 
the management of the corporation.” 
Justice Pitney in Miles v. Safe Deposit 
and Trust Company stated that, 259 U. S. 
247 (1922), “The right to subscribe to the 
new stock was but a right to participate, 
in preference to strangers and on equal 
terms with other existing stockholders, in 
the privilege of contributing new capital
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called for by the corporation—an equity 
that inheres in stock ownership under such 
circumstances as a quality inseparable from 
the capital interest represented by the old 
stock, recognized so universally as to be­
come axiomatic in American corporation 
law.” In Luther v. Luther, 118 Wis. 112 
(1903), Justice Dodge made this statement 
about the basis for the general rule: “This 
doctrine rests on the idea that, while its 
own corporate stock is property, so that 
the sale and disposition thereof involves 
questions of business policy properly con­
trollable by the directors’ or stockholders’ 
meeting, the original issue thereof involves 
something more; that the latter act goes 
to underlying organization—modifies the 
fundamental arrangement and proportions 
of the members. This doctrine is sup­
ported by overwhelmingly and almost un­
conflictingly array of authority.” In 
Stokes v. Continental Trust Company, 91 
N. Y. S. 239 (1904), Justice Vann said: 
“This rule is just to all and tends to pre­
vent the tyranny of majorities which needs 
restraint, as well as virtual attempts to 
blackmail by small minorities which should 
be prevented.” It was maintained in Hum­
boldt Driving Park Association v. Stevens, 
34 Neb. 528 (1892), that persons relying 
upon the integrity of each other might not 
be willing to become members of a cor­
poration if they could not foresee who the 
future stockholders of the company would 
be. Another view is that the corporation 
is a trust and the stockholder is a cestui 
que trust according to his interest and 
shares and the corporation must act for 
his benefit. In Borg v. International 
Silver Company, 11 F. (2d) 147, it was 
held that the pre-emptive right of stock­
holders exists only on the theory that de­
priving them of it, changes their contract.
I f  new shares of a going corporation are 
sold to outsiders or to a selected group of 
shareholders at a price which is less than 
the book value of the old shares, the stock­
holders who are not permitted to subscribe 
in proportion to their holdings will suffer 
a diminution in the value of their shares. 
The effect of such a sale is to give to the 
outsiders a part of the surplus earned be­
fore they became stockholders and to take 
the same amount from the value of the 
shares of the old stockholders. In case of
sale to selected shareholders, the effect is 
to give them more of the accumulated sur­
plus than they are entitled to receive, while 
the surplus of the other stockholders will 
be diminished by the same amount. More­
over, a shareholder’s interest is not con­
fined to the present but extends to the 
future. This means that the old stock­
holders will receive less of the future in­
creases in profits than they would be en­
titled to had they been permitted to pur­
chase their proportionate share of the new 
stock.
Treasury stock which is treated as gen­
eral assets and is sold for the payment of 
liabilities or for the general benefit is not 
stock in which the stockholders have any 
preferential rights over outsiders when it is 
disposed of. This may be considered the 
majority rule. In Crosby v. Stratton, 68 
Pac. 130 (1902), Justice Thomson made 
the following statement: “But because, to 
prevent impairment of their interests, cor­
porators have a preference in the purchase 
of unissued or new stock, it does not fol­
low that they have any right over strangers 
in the purchase of stock which has been 
paid for and issued, but transferred back 
to the corporation as part of its general 
assets. Their right in the one case is 
founded on reasons which have no exist­
ence in the other. The issued stock of a 
corporation represents its paid-up capital. 
The owner holds it, and disposes of it, as 
he sees fit, and if it finds its way back into 
the treasury, it becomes assets in the same 
sense that the corporation’s other property 
is assets. It is still part of the paid-up 
capital; and its sale no more affects the 
value of the other stock, or the standing 
of the stockholders in the corporation, than 
the sale of the corporation’s tools or ma­
chinery. The relative value of all the stock 
is the same whether the particular stock 
of which we are speaking remains in the 
hands of the original holders, or has been 
acquired from them by the corporation and 
placed in its treasury. . . .  It is altogether 
immaterial whether the stockholders sold 
the stock themselves or turned it over to 
the company to be sold. In either case, 
they parted with all their interest in the 
stock, and put its further disposition en­
tirely beyond their control. So far as our 
research has extended, the authorities are
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unanimous that where stock, once issued, 
returns to the possession of the corpora­
tion, upon its reissue and sale the right of 
purchase of stockholders and strangers is 
the same.” Justice Neill in Bonnet v. 
First National Bank of Eagle Pass, 60
S. W. 325 (1900), maintained that: “The 
general rule applies only when the capital 
is actually increased, and not to a reissue 
of any portion of the original stock.”
However, if treasury stock is cancelled 
and retired and is later reissued, the hold­
ers of the original stock are entitled to an 
opportunity to take a proportionate share 
of it. According to Justice Rosenberry in 
Dunn v. Acme Auto and Garage Company, 
168 Wis. 128 (1918): “What is the ef­
fect, then, of a lawful purchase of its own 
capital stock by a corporation ? If  retired, 
cancelled, and placed in the treasury of the 
company and not reissued, manifestly its 
effect is to decrease the outstanding capi­
tal stock. When the capital stock of the 
corporation has been decreased and it is 
proposed to reissue the repurchased stock, 
every reason for making such reissue pro­
portionate to the holdings of the then 
stockholders exists that would exist if such 
increase were of stock not theretofore is­
sued or an increase in the authorized capi­
tal.” The court admitted that a different 
question would have been presented if the 
stock had been carried on the books as an 
asset and as capital. The company in­
volved did not have the item on either 
side of its balance sheet.
In Crosby v. Stratton, 68 Pac. 130 
(1902), stockholders transferred a part of 
their stock to the corporation to be used 
as general assets and the officers of the 
company reported these shares as unissued 
stock. The court held that such report did 
not change its real nature as issued stock 
so as to give the stockholders a preference 
when the shares were sold as would have 
been the case if the shares were issued for 
the first time. In short, the real nature of 
the stock was decisive.
Stockholders have no prior right over 
outsiders to purchase stock which has been 
issued in payment for property purchased 
by the corporation and made a part of the 
corporate assets from which one stock­
holder will receive the same benefit as an­
other in proportion to his shares in the
company. In Stokes v. Continental Trust 
Company, 91 N. Y. S. 239 (1904), Justice 
Vann said: “When new stock is issued in 
payment for property purchased by the 
corporation, the shareholders’ right is 
merged in the purchase, and they have an 
advantage in the increase of the property 
of the corporation in proportion to the in­
crease of stock.” According to Justice 
Neill in Bonnet v. First National Bank of 
Eagle Pass, 60 S. W. 325 (1900): “It has 
been maintained, however, that where the 
statute provides for the issue of stock in 
payment for property, increased capital 
stock may be so issued without the same 
being first offered to existing stockholders.” 
Meredith v. New Jersey Zinc, 55 N. J. Eq. 
454 (1897), is a case involving a mining 
and manufacturing corporation which is­
sued new stock for mines that became 
property of the company. Vice-Chancellor 
Pitney held that this became common prop­
erty from which all stockholders would re­
ceive the same benefit and that the original 
stockholders could not insist that a propor­
tional part of the new shares be issued to 
them.
Stockholders have no pre-emptive right 
to purchase new stock issued to extinguish 
debts and claims against the corporation.
It has been held in several jurisdictions 
that original stockholders have no prior 
right to subscribe to a proportionate share 
of new stock issued to effect a consolida­
tion.
The reasonableness of this rule is ap­
parent from a simple hypothetical case. 
Suppose that Corporations A and B wish 
to consolidate; that each has 1,000 shares 
of common stock outstanding and that 
neither has a surplus nor a deficit. Cor­
poration A might issue 1,000 shares of new 
stock and turn these shares over to Cor­
poration B as payment for the net assets 
of that company. Corporation B could 
then exchange the new shares with its 
stockholders for the old stock and the con­
solidation would be completed. To permit 
the original stockholders of Corporation A 
to purchase all of the new shares as they 
would be entitled to do under the general 
rule of prior rights to new issues, would 
make impossible such a consolidation by 
stock transfer.
It is the duty of corporate directors to
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protect the pre-emptive rights of share­
holders. Consequently, they have no 
power to deprive stockholders of the right 
to purchase new or unissued shares. Ac­
cording to Justice Walker in Eidman v. 
Bowman, 58 Ill. 444 (1871): “ . . .  and it 
is manifest, that the directors have no more 
power over the individual property or 
rights of the shareholders than of other 
persons. . . .  It would be a dangerous 
power to entrust to directors the power to 
increase the stock of the company at 
pleasure, and to sell to whom they might 
choose.” In Whitaker v. Kilby, 106 N. Y.
S. 511 (1907), Justice Andrews stated the 
rule in this way: “Directors cannot, with 
secret knowledge of the existence of a 
contract which they claim to be of great 
value, issue treasury stock of the corpora­
tion and buy it in themselves, particularly 
when the transaction converts them from 
minority to majority stockholders.” In 
Dunlay v. Avenue, 253 N. Y. 274 (1930), 
Justice Pound said: “Directors may not 
authorize the issue of unissued stock to 
themselves for the primary purpose of con­
verting them from minority to majority 
stockholders. Such conduct . . .  is in­
equitable in the highest degree. It involves 
a breach of duty of the directors as fidu­
ciaries representing all the stockholders ir­
respective of any doctrine of pre-emptive 
right.”
In Way v. American Grease Company, 
60 N. J .  Eq. 263 (1900), the court held 
that where directors issued stock to their 
friends for but a small proportion of its 
par value, in breach of the by-laws of the 
company, for the purpose of securing 
themselves in office and in control of the 
corporation, their conduct was fraud upon 
the existing stockholders. Vice-Chancellor 
Grey said: “The power of distributing a 
new issue does not lie at the mere choice 
of directors. It is not a perquisite which 
they may use for their private advantage. 
They may not overthrow or secure for 
themselves the control of the corporation 
by means of a new issue of stock.” The 
courts of Pennsylvania, Wisconsin and 
England hold that such action on the part 
of directors is a breach of duty.
It has been held that a majority of the 
stockholders may not deprive their fellow 
shareholders of their subscription rights
in new or unissued stock sold by the cor­
poration. In Hammond v. Edison, 131 
Mich. 79 (1902), the court decided that 
a two-thirds vote of the stockholders was 
ineffective when contrary to the wishes 
of the minority in respect to a new issue. 
The court, in Jones v. Morrison, 31 Minn. 
140 (1883), held that a vote at a share­
holders’ meeting ordering new stock to be 
sold, without giving a stockholder an 
opportunity to purchase his proportion of 
shares, was void as to that stockholder, 
unless he consented to the sale.
In some states, however, the stock­
holders, or a majority of them, may impose 
reasonable conditions on the right or its 
exercise and the right exists subject to, 
and can be exercised only in accordance 
with, such terms and conditions. Under 
the Massachusetts statute the stockholders 
alone may decide how the increased shares 
are to be disposed of or to authorize the 
directors or officers of the corporation to 
make such decision. In a Minnesota case, 
Van Slyke v. Norris, 159 Minn. 63 (1924), 
the court held that a preference right to 
purchase an increase of corporate stock 
must be exercised in accordance with the 
terms specified by the old stockholders in 
authorizing the issuance and sale of the 
new stock. It is a proper condition that 
the stockholder deposit the whole purchase 
price for his proportionate number of new 
shares within the time limited for exercise 
of the right, at least, where the statute 
requires the stock to be paid for in full.
The right of a corporate stockholder to 
subscribe to a proportionate part of new 
or unissued stock, however, is not abso­
lute. It does not attach to increases made 
under certain circumstances, and, in most 
cases, it is subject to some conditions and 
limitations. The existence of the right, 
its extent and applicability in a particular 
case, must be measured and determined by 
the facts and circumstances surrounding 
the given situation. Its exercise must be 
consistent with the object which the stock 
increase is legally designed to accomplish.
The statutes and the charter of a cor­
poration may give such rights and may 
curtail them. According to Chief Justice 
Gummere in Bingham v. Savings Invest­
ment and Trust Company, 140A 321 
(1928) : “The right of stockholders to par­
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ticipate in an increase in the capital stock 
of the corporation is purely statutory, and 
subject to modifications and repeal by the 
Legislature.” In Ohio Insurance Company 
v. Nunnemacher, 15 Ind. 294 (1860), Jus­
tice Perkins held that a charter, which was 
inconsistent with the general principle that 
existing stockholders are entitled to a pro­
portionate share of an increase in capital 
stock, superseded such principle. The 
court, in Real Estate Trust Company v. 
Bird, 90 Md. 229 (1899), said that: 
the right may be qualified by the terms of 
the charter.” Furthermore, the by-laws to 
which complaining stockholders have con­
sented will govern their subscription 
rights.
The existence or exercise of the pre­
emptive right may be barred by agreements, 
assignments or other special circumstances. 
In Grausman v. Porto-Rican American To­
bacco Company, 95 N. J .  Eq. 223, there 
was no impairment of the right where the 
corporation authorized the directors in their 
discretion to offer it to the stockholders 
or in the alternative to “otherwise dispose 
of it in accordance with law.”
The existence of this right is negatived 
by implication if the directors are vested 
with power to issue additional shares in 
exchange for services for use in the busi­
ness of the corporation, and the addi­
tional shares are issued in the exercise of 
this power, and if the statute or articles 
or by-laws adopted by the shareholders 
confer upon the directors the power to sell 
additional shares from time to time for 
money, in the ordinary course of business.
The majority of the stockholders may 
set the conditions under which the cor­
poration may issue new stock. Accord­
ing to Justice Greenbaum in Noble v. 
Great American Insurance Company, 194 
N. Y. S. 60 (1922): “There is no doubt 
that, in the case of an increase in the capi­
tal stock of a corporation, each stock­
holder is entitled to subscribe to his pro­
portionate number of the new shares upon 
the same terms as the other stockholders. 
But this right is subject to the conditions 
imposed by the majority of the stock­
holders in authorizing the issue.” Justice 
Donnelly in Hoyt v. Great American In­
surance Company, 88 N. Y. S. 257 
(1921), said: “It is likewise conceded that
a majority of the old stockholders have a 
right to fix reasonable conditions and regu­
lations concerning an issue of stock.” The 
majority may give a preference to a class 
of shareholders or it may set the time 
within which the stock must be subscribed 
or any other reasonable conditions may be 
specified.
In order to fix his right and put the 
corporation in default, a stockholder must 
demand his proportion of the new stock 
or make known to the corporation that he 
wishes to exercise his right, and he must 
offer to subscribe for and pay for such 
shares, unless demand and tender have 
been waived or rendered unnecessary by 
a violation of his rights by the corporation. 
If  a time limit is set, the demand and ten­
der must be made before the expiration 
of such limit. In regard to this point, 
Justice Pound made the following state­
ment in Sommer v. Armor Gas and Oil 
Company, 128 N. Y. S. 382 (1911) : “The 
right of existing stockholders to subscribe 
for increased capital stock must be exer­
cised within a fixed or reasonable time, 
and mere failure to exercise such right 
v/ithin such time bars the stockholder 
from contesting a disposition of the stock 
to some one else.” In Bonnet v. First 
National Bank of Eagle Pass 60 S. W. 
325 (1900), Justice Neill stated the rule 
in similar words.
In Sewal v. Eastern Railroad, 9 Cush. 
(Mass.) 5 (1851), Chief Justice Shaw, 
held that a corporation was justified in 
selling shares subscribed for by a pur­
chaser of stock rights who failed to pay 
the first installment thereon. Tender of 
the purchase price may be excused if it is 
evident that the money would have been 
refused if it has been offered. The stock­
holder, however, must be ready to per­
form. In Ohio Insurance Company v. 
Nunnemacher, 15 Ind. 294 (1860), the 
court ruled that a tender was necessary 
despite the fact that the secretary of the 
corporation had told the complaining 
stockholder that the latter could have no 
stock. In another case, however, it was 
held that the tender of the price of an ali­
quot share of new stock is not required 
where the corporation denies the right to 
take it, asserting that such right has been 
lost by delay.
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That no demand to participate need be 
made where there is no notice of inten­
tion to increase the authorized capital 
stock issue was the decision in Strickler 
v. McElroy, 45 Pa. Super. 165. In Titus 
v. Paul State Bank, 32 Idaho 23 (1910), 
where the stock had been sold to another 
without notice to, or knowledge of the 
stockholders, it was held that the prefer­
ential right of existing stockholders was 
not dependent upon demand by them and 
an offer to subscribe since it would have 
been useless.
The holders of the original stock are 
entitled to notice and a reasonable time 
within which to subscribe to the new 
shares. In Hoyt v. Great American In­
surance Company, 188 N. Y. S. 257 
(1921), the plaintiff’s testator owned 
shares in the defendant corporation which 
increased its stock from $200,000 to 
$500,000 at a special meeting of the stock­
holders. The new stock was offered to 
existing shareholders at $150 per share 
pro rata on November 4, 1918. Accord­
ing to the records of the company, the 
address of plaintiff’s testator was Yoko­
hama, Japan, and the officers claimed that 
they mailed a notice of the special meet­
ing to that address on October 7, 1918. 
The notice was lost. The testator of the 
plaintiff died on December 15, 1918, and 
the shares to which he was entitled to sub­
scribe were sold to the directors of the 
corporation on the same date. Justice 
Donnelly gave the decision in favor of the 
plaintiff on the ground that the testator 
was not given a reasonable time in which 
to subscribe to the new stock.
In Petty v. Knight-Petty Mercantile 
Company, 320 Pac. 835 (1923), the by­
laws of the corporation provided that a 
five-day notice should be given to all 
shareholders before the sale of unissued 
stock. Chancellor Jones held that a sale 
was not invalidated by the fact that one 
stockholder received notice only four days 
before such sale when the right of no one 
was prejudiced and the complaining stock­
holder admitted that he had no intention 
of purchasing any of the shares.
In Hart v. St. Charles Street Railroad 
Company, 30 La. Ann. 758 (1878), Jus­
tice Spencer held that where the charter 
of a corporation provided for a notice of
sixty days of an increase in the capital 
stock, within which time stockholders 
might subscribe for additional shares, any 
stockholder who did not apply and tender 
payment within that time forfeited his 
right. Justice Greenbaum, in Noble v. 
Great American Insurance Company, 194 
N. Y. S. 60 (1922), also ruled that a 
stockholder who failed to exercise his 
right to subscribe for new stock within 
the time fixed, was deemed to have waived 
it. Pearson v. London and Croydon Rail­
way Company, 14 Sim. 541 (1845), is an 
English case in point. According to its 
facts, a notice of the right to subscribe to 
new stock was issued on July 25th and 
the notice contained the statement that the 
right must be exercised on or before the 
following August 10th. Vice-Chancellor 
Shadwell decided that a stockholder lost 
that right by not subscribing before the 
last-mentioned date, notwithstanding the 
fact that he was in Naples and did not 
receive the notice until August 12th.
Where a stockholder puts it beyond the 
power of the corporation to give him no­
tice and opportunity to subscribe he can 
not object that he receives no notice. In 
Hoyt v. Great American Insurance Com­
pany, 188 N. Y. S. 257 (1921), a stock­
holder was not allowed to complain that 
he received no notice when he did not 
furnish a reasonably accessible address or 
leave some one authorized to act for him.
Where a corporation is authorized to in­
crease its capital stock by a specified 
amount and issues but part of this amount 
the question may arise as to whether a 
stockholder is entitled to subscribe to a 
proportionate amount of the authorized in­
crease or to take his proportion of the 
amount which is actually issued. This 
point was before the court in Hammer v. 
Cash, 172 Wis. 185 (1920), and Justice 
Owen gave the following statement of the 
prevailing rule: “Bearing in mind that 
this right is accorded to the stockholder 
in order that he may maintain his relative 
voice in the affairs of the corporation, it 
is manifest that the reason upon which 
the principle is founded is fully satisfied 
if he is permitted to purchase his relative 
proportion of such amount of the stock 
as is issued.” In other words a stock­
holder’s pre-emptive right is limited to his
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proportionate number of new shares ac­
tually issued if that amount is less than 
the whole authorized issue.
Only those who actually own stock in 
the corporation or their assignees are en­
titled to participate in the purchase of the 
new stock. In Miller v. Illinois Central 
Railroad Company, 24 Barb. (N. Y.) 312 
(1857), the court held that the participant 
must be an owner or assignee at the time 
the stock is issued. This position is sup­
ported by Strickler v. McElroy, 45 Pa. 
Super. 165, in which it was decided that 
only the stockholders at the time the in­
crease actually went out and not those at 
the time the increase was authorized or 
voted might take a proportionate part of 
a new issue. The holder of an option to 
purchase old stock or an executory con­
tract for its purchase, does not give such 
holder a right to subscribe to new or un­
issued shares. The corporation is bound 
to recognize the rights of only those who 
appear by its records to be stockholders. 
However, it is not permitted to deprive a 
bona fide holder of his right to subscribe 
by wrongful refusal or failure to make a 
transfer on its records. Placing new 
stock “to the credit of” a stockholder is 
sufficient to show an intent to pass the 
title to him, as against the company.
All classes of shareholders are not nec­
essarily entitled to subscribe to their pro­
portionate part of new or unissued stock. 
Ordinarily the right is held to be an inci­
dent of voting or fully participating 
shares. In Yoakam v. Providence Bilt­
more Hotel Company, 34 F. (2d) 533, it 
was stated that the right has never been 
consistently extended to non-voting stocks 
or to non-participating preferred stocks 
but having a special or limited voting 
right. In General Investment Company 
v. Bethlehem Steel Corporation, 88 N. J. 
Eq. 237 (1917), the court denied a pre­
emptive right to a holder of preferred 
stock who had no interest in the surplus 
and would obtain no voting power.
It has been held, however, that unless 
there is a contract to the contrary, pre­
ferred stockholders will share stock rights 
with the common shareholders. In Jones 
v. Concord, 30 Atl. 614 (1892), Justice 
Smith said: “But by ‘preferred stock’ is
understood stock which gives to the own­
ers a priority of dividends, and no pri­
ority of assets or capital unless expressly 
stipulated for. As to those they rank with 
ordinary holders. . . . They have the right 
to vote and to exercise the various rights 
of shareholders.” According to 7 Ruling 
Case Law 207: “Every shareholder, of 
whatever class, has a right to share, and 
to share equally, unless one class has by 
contract been given a preference.” There 
is a statement in 14 Corpus Juris 397 that: 
“Common and preferred stockholders 
have an equal right to share in the distri­
bution of new stock in the absence of stat­
utory provision or agreement to the con­
trary.”
The rule as stated in the above quota­
tions is too broad and general to meet the 
needs of present-day business with its mul­
tiplicity of stock issues. It makes no dis­
tinction between the different classes of 
preferred stock. In Branch v. Riverside, 
139 Va. 291 (1924), the court held that 
stock preferred only as to dividends en­
titled the holder to pre-emptive subscrip­
tion rights in the next preferred issue but 
it was ruled in Niles v. Ludlow Valve 
Company, 202 Federal 141, that stock 
preferred as to dividends and assets gave 
no such rights to its holders. It has been 
stated that a rule of pre-emption based 
upon proportionate interest in voting con­
trol is in harmony with our case law and 
this view is strengthened by the fact that 
there is no decision in which non-voting 
preferred stockholders have been given 
prior preference subscription rights to 
new stock issues. In General Investment 
Company v. Bethlehem Steel Corporation, 
88 N. J. Eq. 237 (1917), the court held 
that a preferred stockholder had no pre­
emptive right in the creation of new 
shares unless the creation of such shares 
would in some material way affect one or 
more of his interests in the corporation.
The conditions under which preferred 
stock is issued may be such that holders 
thereof may be deprived of the right to 
subscribe to an increase on the terms ex­
tended to the holders of the common stock. 
Holders of preferred stock need not be 
given the right to subscribe to new pre­
ferred where the old preferred has no
1935 THE CERTIFIED PUBLIC ACCOUNTANT 2 2 1
right in assets except to the extent of the 
par value and accrued dividends, and the 
relative interest of the old preferred stock 
will not be affected by the issuance of new 
stock. Where the preferred stockholders 
stand in all respects in the same position 
as do common stockholders, save only a 
preference as to dividends, they are en­
titled to the same preferential right of 
purchase of unissued common stock of the 
company as are the common stockholders.
In Pratt v. American Telephone Com­
pany, 141 Mass. 225 (1886), Justice 
Gardner held that a holder of notes con­
vertible into shares at a date subsequent 
to the increase of stock was not entitled 
to the right to subscribe to a proportion 
of the new issue on the ground that his 
rights as a stockholder were postponed 
until the option was exercised. Vice-Chan­
cellor Pitney, in Wall v. Utah Copper 
Company, 70 N. J. Eq. 17 (1905), decided 
that an issue of bonds containing a privilege 
to the holder to convert the same into stock 
amounted to an increase of stock and could 
only be issued subject to the right of each 
stockholder to share ratably in it.
Stock rights may have a market value 
when issued and may be sold or assigned 
by an existing stockholder if he does not 
care to take the shares, providing there 
is no legal obstacle to prevent such sale 
or assignment. It rarely happens, particu­
larly in the case of large corporations, that 
a shareholder who has not the means to 
purchase his proportion of the new shares 
can not sell his rights. The purchaser or 
assignee acquires as an incident to the 
stock, the same right to a preference in 
subscribing for or purchasing new stock 
as was possessed by the transferor. Since 
the right belongs only to stockholders, or 
persons entitled to be recognized as such 
by the corporation, an assignee of one who 
holds merely an option to purchase old 
shares acquires no pre-emptive right by 
the assignment and the assignee of one 
who merely appears on the corporate 
books as a stockholder, but is not one, can 
not claim any right.
The directors of a corporation have no 
power to invite sealed bids for new stock 
and sell it to the highest bidder. In dis­
cussing this point, Judge Bell made the 
following statement in Electric v. Electric,
200 Pa. 516 (1901): “The authorities 
cited show that when the new stock is 
issued it should not be so disposed of as 
to change the power of control; the ma­
jority stockholders have a right to a ma­
jority of the new stock so as to preserve 
the right of control. But, if the proposed 
method, by secret bids to the highest bid­
der is permitted, what course must the 
majority stockholders adopt? Clearly, in 
order to retain their control, they would 
have to endeavor to surmise the highest 
price that the minority stockholders or 
any one else, would be willing to pay, and 
then bid a trifle over such highest price. 
And the minority stockholders might be 
very willing to pay a fictitious price, in 
the sense of a price not warranted by the 
earning power of the plant, but founded 
rather on a desire to get control of the 
corporation.” This court’s decision that 
the directors may not invite sealed bids for 
the new stock and sell to the highest bidder 
was affirmed in a per curiam opinion by 
the Supreme Court of Pennsylvania.
In Dunn v. Acme Auto and Garage 
Company, 169 N. W. 297 (1918), Justice 
Rosenberry said: “It appears that neither 
the plaintiff nor any one else could ascer­
tain the value of the stock, and to say that 
offering the stock for sale to the highest 
bidder protects him in the enjoyment of 
his right to acquire his proportionate 
share of the proposed reissue, is practi­
cally a contradiction in terms. In order 
to protect himself he would be obliged 
to guess at a fair price, with as much, if 
not more chance of guessing wrong, as of 
guessing right.”
A majority of the stockholders, how­
ever, may sell the new stock in parcels or 
bulk at public auction if every stockholder 
can bid. According to Justice Vann, in 
Stokes v. Continental Trust Company, 91 
N. Y. S. 239 (1904): “When the new 
stock is issued for money, while the stock­
holders may provide that it be sold at auc­
tion or fix the price at which it is to be 
sold, each stockholder is entitled to his 
proportion of the proceeds of the sale at 
auction, after he has had the right to bid 
at the sale.”
A stockholder’s right has not been in­
fringed upon if the corporation passes a 
resolution requiring him to take the new
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stock at par or to sell the privilege of 
subscribing to others. In considering this 
point, Justice Smith made the following 
statement in Jones v. Concord, 30 Atl. 
614 (1892) : “Considering how habitual is 
the method of distribution that compels 
stockholders to buy new stock at par, or 
sell their right to buy it at that price in 
order to save their corporate interests, it 
must be regarded as settled by general 
opinion and custom that this method is not 
an infringement of the stockholders’ rights 
and titles.”
A stockholder who does not purchase or 
dispose of his proportion of the new or 
unissued shares can not afterward object 
if the corporation sells such stock to others 
on the same terms offered to him. Justice 
Dowling, in Conklin v. United Construc­
tion and Supply Company, 151 N. Y. S. 
624 (1915), expressed the prevailing law 
on the point in these words: “A stock­
holder cannot complain if, after having 
been given a chance to get his proportion 
of an additional issue of each stock on 
the same terms as others interested, he is 
unwilling to risk more money in the ven­
ture, and prefers to let the others inter­
ested take their chances on ultimate suc­
cess.”
If the corporation sells the new shares 
at a premium to outsiders, each stock­
holder is entitled to his proportion of the 
premium. Where the old stock has a book 
value greater than par, it is proper to de­
vote a part of the premium derived from 
the sale of the new stock to equalize the 
book value of the new stock with the old.
A stockholder, who has exercised his 
full pre-emptive right in each of several 
increases, can not object that other stock­
holders have not exercised their rights and 
that stock to which they were entitled, but 
which they did not take, was sold to out­
siders for its full value in cash, since his 
proportionate interest and voice in corpo­
rate control and management have been 
preserved unimpaired. He has no right to 
the new shares not taken by his fellow 
stockholders and none to the shares re­
tained in the corporate treasury by the 
lawful vote of the majority of the stock­
holders.
Holders of the original stock are en­
titled to subscribe for their proportion of
new or unissued shares at par and a ma­
jority of the shareholders can not put a 
premium on such stock in the absence of 
express authority. This is true although 
the premium is charged to all stockholders, 
the excess is used for the common good, 
and the price does not exceed the market 
value of the shares. In Dunn v. Acme 
Auto and Garage Company, 169 N. W. 
297 (1918), Justice Rosenberry held that 
a stockholder, who failed to bid on stock 
reissued and sold at a premium, did not 
waive his right to maintain his propor­
tionate share of stock where the com­
pany’s books were in such condition as to 
make it impossible to determine the true 
value of the shares. According to Justice 
Moore, in Hammond v. Edison, 131 Mich. 
79 (1902): “It would seem . . . that the 
right to subscribe for any increase of stock 
at par if he wishes to do so . . . is one of 
the rights acquired by the stockholder 
when he becomes a subscriber to the 
stock. . . . Our attention is not called to 
any authority which holds that an original 
stockholder is not entitled to his pro rata 
share of stock upon tendering its par 
value.” In Scheirich v. Otis-Hidden Com­
pany, 204 Ky. 289 (1924), Commissioner 
Drury said: “There is no precedent or au­
thority whatever for requiring a corpo­
ration to sell new shares at book value to 
its stockholders. The almost unanimous 
voice of the courts and commentaries is 
that stockholders are entitled, as a matter 
of right, to take these new shares at par.” 
In Schramme v. Cowin, 199 N. Y. S. 98 
(1923), the court maintained that the 
price of new stock could not be less than 
par.
Chief Justice Paxson, in De la Cuesta 
v. Insurance Company of North America, 
136 Pa. 62 (1889), went so far as to hold 
that a stockholder who pays a bonus or 
premium, even under protest, can not re­
cover it. Curiously enough, there is a de­
cision in the same State to the effect that 
if an original stockholder pays a premium 
in order to protect his right to subscribe 
he may recover the amount from the cor­
poration.
In Thurmond v. Paragon Colliery Com­
pany, 82 W. Va. 49 (1918), it was held 
that stockholders could not complain 
where all were given the right to purchase
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at a fixed price.
The general rule governing the issue of 
new stock at par to old stockholders has 
been repudiated in New York. In Stokes 
v. Continental Trust Company, 91 N. Y.
S. 239 (1904), the court held that, in the 
absence of statutory provision, an increase 
of capital stock may be sold at a premium 
if the existing stockholders are given the 
right to purchase at that price in propor­
tion to their holdings. The court also de­
cided that if the stockholders do not take 
the stock it may be sold to outsiders at 
that price. The reasoning of Justice 
O’Brien follows: “Upon a sale of in­
creased stock, the property of the corpo­
ration, there may be, as here, two interests 
to be considered—one, of the stock­
holders; and the other, that of the corpo­
ration. Both are secured in case the com­
pany receives and the subscriber pays as 
much for the stock as would be paid by 
an outsider. But if a single minority stock­
holder, against the view of the majority, 
can obtain the stock at par when the com­
pany can obtain a greater sum from an 
outsider, which the stockholder is unwill­
ing to give, then the company suffers, and 
a single stockholder, at the expense of the 
majority, gains. That is tantamount to 
saying that the right of a single stock­
holder to obtain increased stock at par is 
greater than the rights of officers and 
other stockholders, and is greater than the 
rights of the corporation itself. We do not 
think that the primary right which he may 
have to subscribe to the new stock can 
be extended so as to menace the best in­
terests and welfare of the corporation and 
its stockholders, regarded as a whole. It 
cannot be that the rights of a single stock­
holder, when in conflict, are paramount to 
the rights of the corporation itself.”
A West Virignia court, in Thurmond v. 
Paragon Colliery Company, has held that 
a corporation may lawfully raise working 
capital by selling unissued stock at a price 
previously determined by a majority vote 
of the stockholders.
Shares may not be issued for less than 
their value except as a stock dividend or 
by giving subscription rights to the holders 
of common and participating stock. To 
issue shares for less than value would be 
a breech of duty on the part of the direc­
tors. However, the rights of stockholders 
would not be violated by a payment of 
reasonable commissions to brokers or sell­
ing agents nor would such rights be in­
fringed upon if the shares are sold for 
less than the market price to employes of 
the corporation, if the directors would be 
justified in paying them a bonus equal to 
the difference between the market price 
and the price at which the shares are of­
fered to such employes.
The pre-emptive right is not a right to 
take the additional shares on more favor­
able terms than are offered to others, but 
only a prior right to an offering of the 
shares upon as favorable terms as are 
given to others.
If the value of a corporation’s shares is 
above par, the immediate effect of an in­
crease of capital stock is to depreciate the 
value of the original shares unless the new 
issue is sold at or above the book value of 
the original stock. Consequently, if the old 
stockholders do not purchase the entire 
issue, it is to their advantage to have the 
shares sold at the actual book value or 
above, rather than at par.
The classification of stock rights as 
principal, income, or a combination of the 
two, is important where a life tenant and 
a remainderman are concerned. The gen­
eral rule is that such rights are part of 
the principal, and, as such, must be re­
tained by the trustee for the benefit of 
the remainderman. According to Chief 
Justice Bigelow, in Atkins v. Albree as 
quoted in 14 Corpus Juris 397 : “It seems 
to us that the proceeds of the sale of the 
right to take new shares in the corpora­
tion are to be regarded as an extraordinary 
bonus or addition to the stock . . . and 
that this increment should be treated as 
capital and added to the principal fund. 
. . . The right or privilege to take new 
shares in a corporation upon an increase 
of the capital stock within the limits fixed 
by the charter is a benefit or interest which 
attaches to stock, not as profit or income 
derived from the prosecution of the cor­
porate business, but as inherent in the 
shares in their very creation. . . .  It is true 
that the value of this right must always 
depend essentially on the success with 
which the operations of the corporation 
have been conducted, and on the prospect
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of future income and profits which the con­
dition of the business of the corporation 
holds out to its stockholders. But this does 
not change the nature of the right or inter­
est. . . .  It is still an original incident or 
attribute appertaining to each share; a 
right to a larger participation in owner­
ship, in the capacity of the corporation to 
earn profits; and not the gain or income 
itself, actually earned by the corporation. 
In this view, the value of the right must 
be regarded as a part of the corpus of 
the property devised in trust.” In re Mer­
rill’s Estate, 220 N. W. 215 (1928), Just­
ice Owen said: “It is a well-nigh universal 
rule that the benefit of a right given by 
a corporation to its stockholders to sub­
scribe at par, or other fixed amount less 
than the intrinsic value, for a new issue of 
stock, is awarded to corpus and not to 
income, to the remainderman and not to 
the life tenant.” In Hite v. Hite, 93 Ky. 
257 (1892), Chief Justice Holt reasoned 
in this way: “It was also error to hold 
that the privilege, given by the corporation 
to its stockholders to take additional stock 
at par when the stock is worth more, be­
longs to the life tenant. This right stands 
upon a different footing from the claim to 
a stock dividend. It is a mere incident of 
the old stock. It is a right appurtenant to 
it, and as such, is a part of the capital. 
It cannot be fairly considered as income, 
but is inherent in the shares of stock in 
their creation. While the value of the 
right must depend essentially upon the 
success of the business of the company, 
this does not alter the nature of the right, 
and the stock is properly a part of the 
corpus of the estate of the owner. . . .  It 
gave the right to a larger interest in the 
capacity of the business to make profits, 
but not to the income itself.”
However, where the new stock or the 
proceeds from selling an option to pur­
chase the shares actually represent profits, 
it is income and belongs to the life tenant. 
In Wiltbank’s Appeal, 64 Wis. 275 (1916), 
Justice Agnew ruled that a trustee, holding 
stock in trust, who sold the privilege to 
subscribe should treat the proceeds as in­
come where there was no serious diminu­
tion in the value of the old stock as a re­
sult of the new issue. Justice Timlin, in 
Will of Barron, 163 Wis. 275 (1916), held
that the proceeds from the sale of rights 
to subscribe to additional shares should be 
divided pro rata between corpus and 
income.
In Miles v. Safe Deposit and Trust 
Company, 259 U.S. 247 (1922), the Su­
preme Court of the United States held 
that the proceeds from the sale of stock­
holders’ pre-emptive rights is taxable in­
come in so far as the amount received 
represents realized profit to the holder, 
over and above the cost to him of what 
was sold. In a recent Massachusetts deci­
sion, Allen v. Long, 70 A.L.R. 1299 
(1930), Chief Justice Rugg said: “As 
gains from the sale of capital assets, such 
rights, when sold and realized in cash, 
have the characteristics of income . . . and 
may be taxed as such.” In considering the 
basis for the tax, the same court added: 
“Not on the basis that the amount for 
which they are sold is a gain . . . but only 
on the basis that the gain subject to the 
tax is measured by the difference between 
the market value of such rights when re­
ceived by the taxpayer and the market 
value for which they are sold.”
Stockholders may give up their rights 
to a preference in subscribing to new or 
unissued capital stock of a corporation. In 
Jones v. Morrison, Chief Justice Gilfillan 
said, 31 Minn. 140 (1883): “There is no 
doubt that an old stockholder may waive 
his right to subscribe to new stock.” In a 
Pennsylvania decision, Morris v. Stevens, 
178 Pa. 563 (1897), the court held that 
the old stockholders could order a new 
issue of stock sold to the public and the 
proceeds paid into the treasury.
Original stockholders, by their conduct, 
may ratify the sale of new stock to out­
siders. But it has been held that the prin­
ciple of ratification is applicable only in 
cases in which the sale of the stock is not 
tainted with fraud. Waiver or ratification 
will be implied in case of acquiescence with 
knowledge or where the holder of the 
original stock does not assert his right 
within a fixed or reasonable length of time. 
One who knows that the corporation in 
which he owns shares is issuing new or 
unissued stock and stands idly by without 
offering to subscribe or tender the sub­
scription price for his proportion of the 
stock is deemed to have waived his rights
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in the issue. However, a stockholder by 
receiving a part of his share of additional 
stock does not by so doing waive his right 
to demand the balance. In Mason v. Da­
vol, 132 Mass. 76 (1882), the court held 
that one who does not take advantage of 
his stock rights is not entitled to receive 
premium realized from the sale of the 
stock to outsiders unless this privilege is 
given to him by statute or by vote of the 
stockholders.
Where a stockholder waives to the cor­
poration his future right to subscribe to 
new shares and later transfers his stock 
to one who has no notice of the waiver, 
such transferee is not affected by the 
waiver and is entitled to subcribe to the 
new shares which were authorized while 
he held such original stock.
If a corporation violates the rights of 
existing stockholders to take proportionate 
shares of new or unissued stock duly au­
thorized by charter or statute by selling 
such stock without giving such sharehold­
ers an opportunity to subscribe, the sale 
is not ultra vires.
That stockholders having the right to 
subscribe to new stock cannot object that 
others have no such right was the decision 
of Circuit Judge Hook in Weidenfeld v. 
Northern Pacific Railway Company, 129 
Fed. 305 (1904).
The courts do not require the corpora­
tion to give actual notice of a proposed 
increase in stock to each stockholder but 
the company must make a reasonable effort 
to give the old stockholders an opportunity 
to take their share of the increase.
A subscriber to increased stock which 
has not been paid for in full is liable for 
the balance to pay corporate debts. If the 
amount due is not paid the corporation 
may sell the stock. An agreement to take 
increased shares is enforceable.
The question whether an original stock­
holder who unqualifiedly subscribes for 
new shares is entitled to cancellation of his 
subscription and the return of the money 
if all the new shares are not taken was 
before the court in Avegno v. Citizens’ 
Bank of Louisiana, 40 La. Ann. 799 
(1888), Chief Justice Bermudez held that 
in the absence of any stipulation or limita­
tion to the contrary, a subscription of this 
type was not contingent upon the taking
of all the shares and therefore was abso­
lute and binding.
Conklin v. United Construction and 
Supply Company, 151 N. Y. S. 624 (1915), 
is an unusual case. According to its facts, 
Jarvis and Conklin organized a corpora­
tion with a capital stock of $100,000, of 
which only $2,000 was paid in. The com­
pany became financially embarrassed and 
Conklin was urged to take half of the un­
issued stock but he refused to subscribe 
for it. Jarvis then took all of it and paid 
cash to the corporation. Later the com­
pany became prosperous and through the 
courts Conklin attempted to have half of 
the stock purchased by Jarvis cancelled in 
order that he might become equally inter­
ested in the corporation. It was held that 
there should be no cancellation.
In Scheirich v. Otis-Hidden Company, 
204 Ky. 289 (1924), the facts indicate 
that Scheirich was unable to take his pro- 
portion of a new issue of stock and when 
the stock was sold to other shareholders 
he found that the book value of his stock 
was reduced. He sued the stockholders 
who purchased the new stock to recover 
the amount of depreciation in the value 
of his shares. Scheirich contended that 
the stock should have been sold at book 
value. The court stated that the plaintiff 
could have protected his interests by selling 
his rights and decided in favor of the 
defendant.
Before a stockholder who has been de­
prived of his right to share in an increase 
of stock can maintain an action, he must 
show that such increase was actually made. 
According to Chief Justice Rugg in the 
recent case of Allen v. Long, 70 A.L.R. 
1299 (1930) : “Whatever may be the na­
ture of the right to subscribe for new 
shares, it is plain that such right does not 
come to the shareholder nor become a 
thing of value and transferable and sal­
able, until actually declared and issued by 
the corporation.” In Terry v. Eagle Lock 
Company, 47 Conn. 141 (1879), Justice 
Carpenter held that the mere vote to in­
crease the stock did not give it existence 
so that a stockholder acquired a vested in­
terest in it and that the company had full 
power to rescind the vote. In Hammer v. 
Cash, 172 Wis. 185 (1920), it was held 
that an amendment of the charter author­
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izing an increase of the capital stock does 
not obligate the corporation to issue the 
additional stock nor give a stockholder the 
right to immediately demand that his pro­
portional share of the entire amount of 
such authorized increase be issued to him.
A stockholder who wishes to maintain 
an action against a corporation for failure 
or refusal to allow him to subscribe for 
his share of new stock, must allege and 
prove a demand for the stock and offer to 
subscribe and pay for it. He must bring 
action before the expiration of the time 
limit specified in the Statute of Limitations 
which begins to run when the right is de­
nied. In Woodworth v. Carroll, 104 Minn. 
65 (1907), the court held that a stock­
holder could not recover for a stock right 
denied him by a corporation more than six 
years previously on the ground that his 
action was barred by the six-year Statute 
of Limitations which prevails in Minnesota.
If a corporation has sold the stock to 
which a shareholder was entitled to sub­
scribe, such shareholder may maintain an 
action at law for damages against the com­
pany where the value of the stock can be 
ascertained with reasonable certainty and 
damages will afford adequate relief. One 
must bear in mind, however, that remedy 
at law is likely to be inadequate because 
the complaining stockholder’s shares are 
diminished in value by the money paid out 
of the corporation in the form of damages. 
Nevertheless, the court, in De la Cuesta v. 
Insurance Company of North America, 
136 Pa. 62 (1889), held that a stockholder 
had an adequate remedy in damages for 
a refusal of the corporation to recognize 
his rights in a new issue of stock. If the 
directors dispose of the new or unissued 
stock to the shareholders unequally and in 
violation of the rights of any, each one 
injured may sue the corporation. More­
over, stockholders may maintain an action 
at law against directors who have wrong­
fully issued stock to themselves to recover 
their proportion of the profit derived by 
the directors from the transaction.
If a stockholder is unable to obtain jus­
tice at law he may enforce his right in 
equity. Where the corporation attempts 
to deprive him of his share of new or un­
issued stock he may be entitled to an in­
junction. According to Taylor on Cor­
porations, Section 569: “Accordingly, 
when a corporation is issuing new stock 
generally, and refuses to issue to a stock­
holder his due proportion, he can compel 
it to do so by a suit in equity; at least, so 
long as there remains stock undisposed 
of.” In Trask v. Chase, 107 Mo. 137 
(1910), it was held that equity will inter­
fere where the directors representing only 
a minority of the stockholders, in violation 
of the by-laws giving stockholders propor­
tionate rights, intend to issue the unissued 
stock to themselves. Equity also will as­
sist complaining stockholders where the 
directors issue new stock or treasury stock 
to themselves in order to secure control of 
the corporation and has jurisdiction to set 
aside an issue of corporate stock purchased 
by the directors where the question of con­
trol is involved. But if the stock is in the 
hands of bona fide subscribers without 
notice, the courts will not interfere for 
the purpose of cancellation. It has also 
been held to be inequitable to cancel stock 
in the hands of the directors of a corpora­
tion if the company has received payment. 
A contemplated distribution of increased 
stock by a corporation which benefits the 
stockholders generally will not be enjoined 
at the request of an individual stockholder 
on the ground that some other distribution 
would be more profitable to him. Under 
some circumstances the equity courts will 
order specific performance. In Falk v. 
The Dirigold Corporation, 174 Minn. 219 
(1928), Chancellor Taylor held that where 
there was no definite basis for assessing 
damages, specific performance might be 
enforced. In an Iowa decision, Schmidt 
v. Pritchard, 135 Iowa 240 (1907), it was 
held that specific performance will lie 
where the increased stock has no market 
value and cannot be purchased and where 
hostile officers withhold it to retain control.
The general rule is that damages for the 
wrongful disposition of a stockholder’s 
share of new or unissued stock is the dif­
ference between the par or other price set 
by the corporation and market value on 
the date of such disposition with interest 
at the legal rate. Since the shareholder 
can purchase the stock at market price 
from outsiders, it is obvious that the 
amount of the damages for deprivation of 
his rights can be measured by the differ­
1935 THE CERTIFIED PUBLIC ACCOUNTANT 2 2 7
ence between this price and par or the 
price set by the corporation with the addi­
tion of interest on that amount at the legal 
rate from the time of the wrongful dis­
position to the date of recovery from the 
corporation. If the corporation has wrong­
fully refused to permit a stockholder to 
subscribe for his proportionate share, the 
damages are measured by the difference 
between the highest market value between 
the refusal and the trial and the price to 
be paid for the stock.
The pre-emptive stock right doctrine
originated in days when corporations or­
dinarily had but one class of stock, and 
in applying it to modem corporations with 
numerous classes of shares with different 
voting strength and participation rights, a 
high standard of reasonableness and fair­
ness must be observed. There seems to 
be a growing tendency to extend the re­
strictions and limitations on the pre­
emptive stock right and this is reflected in 
statutory enactments limiting or abolishing 
it, except as it may be reserved in the 
articles of incorporation.
S e n a t e  C o m m i t t e e  H e a r i n g  o n  
G o v e r n m e n t  C o s t s
Statement of D u r a n d  W. S p r in g e r , Certified Public Accountant
Representing
The American Society of Certified Public Accountants, Washington, D. C.
Mr. Chairman, I do not represent any 
particular interest, but as a citizen and as 
a representative of a group of men that 
are supposed to know something about ac­
counting there are two or three matters I 
should like to call to your attention in dis­
cussing a very important matter. In my 
judgment the passage of this bill in ex­
actly its present form would mark an ad­
vancement in governmental procedure. 
However, if I were a member of the Sen­
ate or of the House I would endeavor to 
have a few changes made in the form in 
which it is now before you.
I listened a year ago to the hearings be­
fore the House committee, and I have lis­
tened to the hearings on both these days. 
Those situations remind me a good deal 
of an experience I had some years ago 
when President Burton same to the Uni­
versity of Michigan from the presidency 
of the University of Minnesota. Shortly 
after his arrival I presented the annual 
audit report of the university to him, and 
he said, “Well, I would like to look this 
over. Come back in a week and I will have 
a lot of questions to ask you.” I did, and 
after I had endeavored to answer the ques­
tions he had in mind, I said, “Now, Mr. 
President, turn about is fair play, isn’t it?” 
and he said, “Yes.” I said, “What is the
hardest administrative job that you have 
ever had in the four institutions over 
which you presided as president?” “Well,” 
he said, “there is one that stands out above 
all others. It is practically impossible to 
get anyone to think in terms of the uni­
versity as a whole. I have a meeting of the 
deans and every fellow comes in and tells 
me about the troubles of the department 
over which he is dean. I have a meeting 
of the heads of the departments and every 
fellow comes in and tells me of the 
troubles in his department. I have never 
yet in all my experience been able to get 
more than a very small percentage of 
either administrators or professors to 
realize that there was such a thing as a 
university.”
And that is about the situation that we 
find when we are dealing with govern­
mental matters, Mr. Chairman. If we are 
talking about depreciation—I am speaking 
from the standpoint of accountants—and 
we go to the Internal Revenue Bureau, we 
are confronted with their theories. If we 
go over to the Securities and Exchange 
Commission we are confronted with their 
theories. If we go over to the N. R. A. and 
attempt to get somewhere with the codes 
we are confronted with their theories. 
Then if we go up into the various credit
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departments that have been established 
more recently than heretofore, we are con­
fronted with an entirely different view­
point.
The purpose of this bill, to centralize 
somewhere in the Government some one 
institution that does have a general con­
trol, if for no more than gathering com­
plete statistical cost purposes, is a step in 
the right direction, in my judgment.
I indicated that there are two or three 
things that I would, as a member of the 
Senate or the House, like to see changed, 
and with your permission, with the bill be­
fore me, I will just note those. Where you 
have said “an estimate or bid” I would 
say “an estimate and/or bid.” We find in 
practice two entirely different situations 
arising not only in the business world but 
also in the governmental world. Some­
times estimates are prepared for balloon 
purposes. It is intended that they will be 
followed by bids. Sometimes they are pre­
pared as a finality, and I think that the 
introduction of the “and/or” will come 
more nearly to situations that may arise 
than simply leaving in the “or.”
When you come into the proviso “That 
the Comptroller General of the United 
States shall prescribe the forms, systems, 
and procedure for cost keeping and cost 
reporting,” I think you have not clearly 
distinguished between uniform systems 
and uniform factors. Personally I am not 
long on what is ordinarily known as “uni­
form systems of accounting.” Cost ac­
counting, as has been said by one of the 
speakers representing one phase of the 
Government, is an administrative factor, 
or at least its purpose should be for the 
assisting of proper administration. Sys­
tems, on the other hand, sometimes lead 
to very erroneous results. During my life­
time I have saved my clients more money 
by throwing out systems than I have from 
any other one individual source. I have 
seen some of the systems that are in use in 
the Government, and some of the depart­
ments or organizations have very good 
cost systems. Some of them have that 
which can only by courtesy be called a cost 
system. To the concern or the department 
that has a good cost system this talk about 
increased expenses is all tommyrot. To the 
department that has only the courtesy cost
system—
S e n a t o r  C l a r k . Only the what?
M r. S pr in g e r . The “courtesy” cost sys­
tem—to that department it does have some 
meaning. The things that would need to 
be added to a well-kept cost system in 
order to produce the results that are de­
sired to be obtained by this bill are rela­
tively very inexpensive.
The trouble with most of the people 
connected with the Government may be 
illustrated by an experience that I had 
some years ago. When Newton D. Baker 
was Secretary of War he honored me 
with an appointment on a committee of 
three to make a study of the post exchange 
system for the Army. In order that I 
would not go too far afield he put a 
colonel on, and a major. Their purpose 
was to see that I did not get too far away 
from regulations. We were told in the 
first order that we were to provide a re­
port under which the post exchange could 
be put into the Quartermaster’s Depart­
ment. After 3 days I convinced the other 
two members of the committee that we 
never would get anywhere, no matter how 
long we took, on that basis.
There is one word in the Quartermas­
ter’s Department that outshines all others 
—“accountability.” There is one word that 
should be used with the post exchange that 
outshines all others, that is “service.” I 
do not say that you cannot have service 
and accountability both at the same time, 
but I do say that they are very rare occa­
sions under which both of those can be 
put on a straight-line basis at the top of 
the thing that you are trying to do. And 
we reported to Mr. Baker that we would 
prefer to have our authority enlarged, 
which he did, and then we prepared a re­
port. After submitting it to him he said, 
“Well, now your job will be to go around 
to the various heads of the departments 
in the Army, tell them what you have 
done, and get their views.”
I am only going to detain you by one 
illustration of a conference. One after­
noon we spent 3 hours with the Judge Ad­
vocate General and his seven assistants. 
At the end of 3 hours he turned to me—of 
course, I had to do most of the talking, 
because they were all generals, and my 
major and colonel did not stack up very
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high in the bunch of eight generals, and 
then as a matter of fact, I had done most 
of the work in the way suggested—he 
turned to me and he said, “Now, Mr. 
Springer, do you think that the Army is 
going to adopt this report?” And I said, 
“No.” “Well,” he said, “if you do not 
think they are going to adopt it, why did 
you present it?” “Well,” I said, “that was 
not what the Secretary of War asked us 
to do. He asked us to prepare a report as 
to what they should do.” “Well,” he said, 
“now if you think we should do this, why 
won’t we do it?” “Well,” I said, “the 
experience of this afternoon will convince 
you, I think. We have been here 3 hours. 
Can you point to a single constructive 
question that you have put to me during 
this afternoon?” I said, “Every question 
that you have put has referred to how the 
thing we want to do or we suggest should 
be done can be fitted into regulations, some 
of which are over 100 years old.”
Well, then, we backed up and took a 
new start. I will say this for them, that 
a month later they gave us a unanimous 
approval. But it does illustrate the point.
Now, with regard to this question of 
giving the Comptroller General of the 
United States the authority to “prescribe 
the forms, systems,” I do not think you 
ought to go that far, Mr. Chairman. I 
think that any department that has a good 
system should be allowed to continue it. 
I think a department that hasn’t any system 
should be made to get one. But I do be­
lieve that the question of a system is not 
the thing that you are after. It is the ques­
tion as to the inclusion of all proper cost 
factors. How they are obtained is relative­
ly immaterial, and I would change that to 
simply give the Comptroller General of the 
United States “The authority to prescribe 
the forms and procedure for preparing esti­
mates and/or bids and reporting the cost 
factors thereof.”
Now that is the thing that Congress 
needs to know. You need to have before 
you the information as to the situation not 
only as to appropriation cost but as to all 
these other costs. And that should be uni­
form. There is not any doubt about that. 
But the systems by which they are secured 
1 think are immaterial.
Then, in section 3, where you say,
“Terms embodied in the systems of ac­
counting required by section 1 to be pre­
scribed by the Comptroller General of the 
United States,” I would cut out the words 
“systems” and “to be prescribed by the 
Comptroller” so it would read:
Terms embodied in the accounting 
methods required by section 1 shall be 
construed to have meanings as herein­
after defined:
I think that that will get you what you 
need. In section 4 where you say—
Every Federal agency shall prompt­
ly prepare, and keep reports of costs 
in conformity with the cost account­
ing systems and procedures to be pre­
scribed as herein required—
I would simply say:
Every Federal agency shall keep 
records and reports of costs which 
shall clearly show—and so forth.
Place the responsibility on them.
Then I would add one sentence in sec­
tion 7, because I have seen enough of life 
to know that there comes a time when it 
is ofttimes necessary to indicate that 
things that have been required have not 
been carried out. So I would say that “if 
any Federal agency fails to readjust its 
accounting methods to meet the require­
ments of this act the Comptroller General 
of the United States shall report the situa­
tion to the Appropriations Committee of 
the House of Representatives wherein ap­
propriations originate.” I think that is all 
you need to do to get results.
You do need to have certain cost factors 
known that you do not know, and if you 
allow the departments to maintain the sys­
tems that they now have, if they are good, 
or to correct them as they see they must 
be corrected, with the proviso that if that 
is not done the appropriations committee 
is going to have that information before 
it when it next passes on the request, I 
think you will have taken a long step, and, 
frankly, I think that some of the govern­
mental departments are perfectly justified 
in maintaining that cost records are ad­
ministrative problems, and that they should 
be allowed to do the thing as they think it 
should be done, and then if they do not 
suit Congress, why Congress can take care 
of it when the appropriations committee 
meets.
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M o d e r n i z i n g  M u n i c i p a l  A c c o u n t i n g
by C la rk  L. S im p s o n , C.P.A., Cleveland, Ohio
MODERNIZED methods of municipal accounting are coming into vogue. 
Taxing districts all over the country are 
realizing more than ever before, the need 
for 100% efficiency in their records. One 
of the main contributing factors towards 
forcing better records and faster settle­
ments is the impoverished conditions of 
political subdivisions due to the high de­
linquency in tax collections and to the fail­
ure of voters everywhere to approve op­
erating levies. Municipalities find them­
selves facing bare cupboards, at best, and 
all possible speed is demanded of the Tax 
Officials in recording tax collections and 
authorizing distribution of tax dollars to 
the various districts. Auditors, county 
commissioners, and other tax officials are 
awakening to the value of systematic ac­
counting methods.
In Cuyahoga County, Ohio, Auditor 
John Zangerle did not await pressure of 
the present distressed conditions to force 
modernization of his office, but initiated a 
study in 1933, for the purpose of speed­
ing up tax accounting. A study of the 
Cuyahoga County tax office revealed sev­
eral needed improvements. The most out­
standing shortcoming in the old system 
was the delay in preparation of the tax 
books for turning over to the Treasurer 
for bills. In this county, the Auditor’s 
duty is confined to preparing the books 
and keeping the records, with the Treas­
urer making the bills and collecting the 
tax. Delay in receiving the books has al­
ways been a standpat alibi, given by treas­
urers for keeping the books open longer 
than specified dates. The auditor has had 
to take this blame, although in many cases 
the delay in closing the books by the treas­
urer was greater than the delay in receiv­
ing them. Speeding up the process, was 
therefore, a major consideration in the 
plans.
This survey revealed that the county’s 
control tax books consisted of three sets 
of “Duplicates” or tax ledgers, each set 
comprised of 120 enormous volumes. One
set was called the Auditor’s Duplicate, one 
the Treasurer’s Duplicate, and the third 
the Assessor’s Duplicate. In Cuyahoga, 
the auditor and assessor are one, with of 
course the assessing in a separate division 
of the Auditor’s office. This Assessor’s 
Duplicate was used almost entirely for car­
rying forward values and changes in val­
ues of real estate, and was the value con­
trol record. These three sets of duplicates 
were laboriously typed each year by a crew 
of twenty-five typists working for about 
three months, copying from the books for 
the preceding period, giving consideration 
to transfers and discovered errors. This 
was a mammoth copying job, and the 
checking back was so tedious that absolute 
accuracy was a practical impossibility. In­
deed, an examination of the same piece of 
property over a period of twenty years re­
vealed several rather important changes 
evolved in its description during the period. 
An example of a property description 
from the Duplicate follows:
Street—Snow Rd. Orig. Lot—12 Subdiv.
—Ridgara No. 2, Map 4, Page 33. 
Front Feet—40 Sub Lot—1228 What
Part—All
The party owning this parcel of proper­
ty owns the two adjoining lots, numbered 
sub-lots 1229 and 1230. The descriptions 
are exactly the same except for a differ­
ence in sub-lot number. An error in this 
number would make a radical change in 
the property description and some such 
errors were discovered. Elimination of the 
possible errors in copying from one year’s 
records to the next was therefore another 
of the aims. There were 390,000 parcels 
of property to be described on each set of 
duplicates written, and elimination of hu­
man error was a big problem.
Other books in Auditor Zangerle’s office 
were called Special Assessment books, and 
these were prepared yearly on large sheets, 
22" by 19", and showed annual assessments 
against properties for sewers, water lines, 
road repairs and other improvement proj­
ects to be assessed against the properties.
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There were 105 yearly of these special 
books, and most of these improvements 
were assessed over at least fifteen years, 
necessitating a new volume each year. The 
storage problem alone was no small item. 
Elimination of these yearly special books 
seemed plausible and we listed that as an­
other of our aims.
After a further study of the records 
used in Cleveland by Cuyahoga’s Auditor, 
visits were made to other cities to observe 
their methods. Cincinnati and Detroit both 
proved to have very excellent systems and 
much of the Cuyahoga system was pat­
terned from Auditor’s offices in these two 
cities, where the officials were more than 
courteous in explaining their methods.
Representatives from several office ap­
pliance firms were called in and the prob­
lems and aims were explained. The Ad­
dressograph system found in use in Cin­
cinnati and Detroit was the one finally 
adopted for this county. This provided for 
a metal plate for each parcel of property, 
totaling about 390,000, giving name and 
property description. These plates were in 
sections to permit switching name of own­
er in case of a transfer without destruction 
of the entire plate. From these plates a 
complete set of duplicates can be run off 
in a few weeks using only two operators, 
while under the old typewriter method, it 
took twenty-five to thirty typists several 
months. Under the old system a typist 
might or might not copy the description 
correctly and an error might or might not 
be discovered in checking over the work. 
Under the Addressograph system, there 
could not possibly be the least change in 
the property description from year to year, 
unless such change was deliberately made 
on the machine for making plates. Two 
things had been accomplished at this point 
—the process sped up and a labor savings 
made, but more important, the element of 
human error which had been so dangerous 
to the entire system had been eliminated.
A Real Estate Control Card was de­
signed to supplant the Assessor’s Dupli­
cate. This card has space to provide for 
records for a twenty-year period, is com­
pact, and easy to handle, is filed in con­
venient counter files where clerks can fur­
nish the public necessary information.
This card will therefore show tax values, 
tax rates, and general tax. The reverse of 
this card provides for a complete record 
of special assessment charges, so that the 
one card will furnish a twenty-year history 
of assessed tax. Totals are posted from 
this card to the duplicates or tax ledgers. 
These cards were run off from the plates 
on a special Addressograph machine at the 
rate of 6000 per hour, and required only 
one operator.
After working out this Real Estate Card 
to serve for twenty years, it was easy to 
design a Special Assessment Card to serve 
for a similar period, and thus eliminate 
production of these 105 large, cumbersome 
books annually. Due to the great volume 
involved in this, only the county specials 
were so handled in 1934, but plans are 
practically complete to place city and vil­
lage specials on cards in 1935. This will 
save months of work each year and will 
conserve valuable filing space which is a 
present-day problem of no small moment. 
Interest calculations on special assess­
ments can all be made the first year, in a 
few months work to cover the entire life 
of the improvement, rather than having to 
make these computations each year. The 
postings can be made to the master cards 
years ahead, thus expediting the account­
ing work to a surprising degree.
It is impossible to completely cover the 
innovations which the Addressograph ma­
chine system has brought to this office, 
and work is only getting under way. It is 
anticipated that this machine may be ap­
plied to a variety of other uses such as dog 
licenses, intangible tax returns, for print­
ing tax bills for the Treasurer, when he 
can be sold on dropping his present anti­
quated long-hand method of preparing 
them, and to many general office uses. 
Without question, the modernization of 
this office is certain to prove a gold mine 
in payroll savings and in more prompt and 
accurate accounting service. The account­
ing methods in use, of course, have been 
revamped and the office routine has been 
and is being completely renovized.
Recently a delegation of officials from 
Summit County, Ohio, inspected the set­
up. They seemed quite interested in the 
system and it is not surprising to learn 
that they are adopting a somewhat similar
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set-up, planning, however, a cooperative 
arrangement between Auditor and Treas­
urer for printing tax bills.
In a noon address before the Cleveland 
Chapter of the Ohio Society of C. P. A’s 
Charles B. Ryan recently gave a somewhat 
detailed and illustrated lecture on the in­
stallation. Various society members asked 
questions and made suggestions. Taxpay­
ers are, it is believed, at last to get a part 
of the break to which they have been long 
entitled. Especially, are the taxpayers of 
Cuyahoga County fortunate to have in
office, a man of the calibre of John A. 
Zangerle, who dares introduce into a poli­
tical office modern machinery which un­
questionably will result in elimination of 
many employees. He dares face the wrath 
of ward leaders and political workers since 
so doing will bring his office towards a 
new high of business efficiency. This at­
tribute in Cuyahoga’s Auditor will perhaps 
explain his continuance in office for the 
last twenty-three years and his reelection 
last November by a record-breaking plu­
rality.
B u i l d i n g  M o r a l e  W i t h i n  I n d u s t r y *
by P h il ip  P . Gott, Manager, Trade Association Department, Chamber of
Commerce, U.S.A.
YOU have in previous years honored me by requesting that I discuss with 
you such specific and tangible subjects as 
statistics, financial and credit activities and 
cooperative advertising. In doing so I en­
deavored to present a composite of your 
experiences—this year I present only my 
own humble views.
Your program committee has assigned 
to me that indefinable, intangible and ab­
stract subject M orale.
I hope that neither their selection nor 
my treatment will be taken as evidence that 
we are going in this cataclysmic period 
from the concrete to the abstract, from the 
abstract to the sublime and from the sub­
lime to the ridiculous.
While, as a subject, morale may be in­
tangible, it is an indisputable essential to 
the success of any group. We all know 
that it is a decisive factor in sport and in 
war. In the past few years we have come 
to realize that it is equally essential to the 
successful coping with the difficulties of 
peace. Never before have we realized that 
the national morale amid such difficulties 
is dependent on the morale of industry, 
that industry’s morale is but the composite 
of the morale of its individual units.
In all times the morale existing in a 
trade association has determined the ratio 
of return to its members. Today the word
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has taken on a deeper significance, for on 
the quality of this mental state which 
Webster defines as a “condition as affected 
by, or dependent upon such moral or men­
tal factors as zeal, spirit, hope, confidence, 
etc.,” depends the very existence of the 
association, the continuance of the present 
industrial scheme.
In the brief period allotted to me, I can 
merely summarize first, the elements of 
morale; second, the necessity of proper 
leadership for the promotion and mainte­
nance of morale; and third, morale and 
present-day trade association problems.
The Elements of Morale
The soldier, says E. L. Munson in his 
book on Management of Men, will not 
fight well for a cause of which he knows 
little, or in which he does not fully believe. 
An association cannot attain maximum 
effectiveness unless its members under­
stand and believe in its objectives. Thus 
specific objectives should be identified, and 
an understanding of them and a belief in 
them secured.
Measures should be adopted to stimulate 
pride in the industry, to develop the active 
interest of the leaders in the field, to pro­
mote the initiative, enthusiasm and good 
fellowship of its members. Care must be 
taken in your zeal to arouse enthusiasm 
during such periods as membership cam­
paigns or efforts to secure subscriptions to
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codes or advertising programs, that the 
enthusiasm is not falsely aroused.
Overselling or false selling is disastrous 
in building morale just as it is in market­
ing.
This interest, enthusiasm and pride 
should be maintained by eliminating inter­
nal evils, by correlating association objec­
tives with the programs of other indus­
tries, by keeping members constantly in­
formed of problems and progress and by 
establishing a favorable relation with the 
public and a spirit of fairness and toler­
ance.
Pride in the industry and in its associa­
tion is not the outgrowth of insincere be­
littling nor carping criticism. Such weak­
nesses as may exist are best recognized by 
constructive action resulting in their elimi­
nation. In other words, constructive co­
operative action rather than carping criti­
cism eliminates industry ills and promotes 
group morale. One bulletin addressed to 
Local Secretaries expressed it this way: 
“Be neither a Pollyanna nor a cynic. As 
a realist you will find much work to do.”
Measures to correct the evils within or 
affecting an industry have received great 
consideration. Their number is legion. 
They are well known to you. They relate 
to every phase of business management, 
including production, distribution, finan­
cial, employment and public relation prob­
lems.
Successful leadership does not spring 
from selfishness and greed. Those who 
logically take the lead realize that their 
position requires that they focus their 
energies upon the general welfare of their 
industry. In so doing they recognize that 
individual initiative, individual responsibil­
ity and enlightened judgment are essential 
to industry morale. Excitability, so often 
mistaken for zeal, should not be confused 
with that intelligent enthusiasm and good 
fellowship which outlasts conventions.
Inter and Intra-industry Coordination
Each trade executive realizes that just 
as each individual is not self-contained, so 
industries cannot act independently of 
those directly or indirectly related. Morale 
cannot long be maintained unless there is 
correlation and integration of the measures 
adopted by one industry with those of
other industries similarly situated. Thus 
we have as prerequisites to the mainte­
nance of morale an allying of forces geog­
raphically through local or regional asso­
ciations or industrially through other or­
ganizations.
A coordination of land, sea and air 
forces is essential to maintain fighting mo­
rale. Likewise the coordination of the 
various agencies of business improvement 
bolsters the spirit of those allied in a com­
mon cause. Industry cooperation begets 
industry confidence—industry confidence 
begets industry enthusiasm and industry 
enthusiasm begets industry morale.
The creation of separate and indepen­
dent organizations to meet the specific 
problems within each industry or the crea­
tion of innumerable general organizations 
for specific purposes increases the difficul­
ty of securing coordination, thus fostering 
confusion and destroying morale. The 
failure to establish sound organization 
principles, procedure and methods and to 
secure an industry-wide understanding 
thereof likewise furthers confusion.
“Armies fight as people think” is a wise 
epigram. Likewise industries must adjust 
themselves to the weight of public opinion 
and adversely the actions, the spirit of in­
dustry affects the molding of public opin­
ion. Wise is that association which ap­
prises not only the members of the indus­
try, but also the public of its efforts to 
promote the welfare of the industry in the 
public interest.
Leadership
Successfully to correlate diverse activ­
ities, to foster steady development, to in­
sure a flexibility sufficient to meet unex­
pected emergencies and to fuse into any 
program that spirit which gives it life, re­
quire leaders and leadership. Industry mo­
rale, however, requires not only a single 
leader, but a sense of responsibility on the 
part of the greatest possible number of 
those within the industry, that their com­
mon objectives must be attained.
The assumption of omniscience and om­
nipotence by industrialist or trade execu­
tive may retard the creation of or destroy 
industry morale.
Popularly conceived types outside of 
fiction are more apt to be the exception
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that proves the rule. The “glad-hander” 
of the past and the “Czar” of the present 
are the extremes of possible types. Though 
the latter is sometimes considered the acme 
of efficiency, he would not be a builder 
of morale; as to the former, it is his meth­
od rather than his purpose that is open to 
criticism. The trade association executive 
can do much to destroy or to promote in­
dustry morale. Although, as previously 
stated, morale is a state of mind, it is 
created by acts and deeds.
The trade association executive who 
only condemns the lack of unity or in 
academic robe confines himself to pleading 
for the upbuilding of a great and glorious 
industry may destroy rather than create 
industry morale. On the other hand, the 
trade association executive who, working 
with the industry leaders, identifies com­
mon objectives, determines well-defined 
policies and inaugurates specific and suc­
cessful activities to attain such objectives, 
builds confidence, faith and enthusiasm— 
the elements of morale.
During the past few years there has 
been a cry for greater leadership among 
trade executives. In answering that de­
mand, we should remember that leader­
ship is the creative and directive force of 
morale, the two are inseparable. Efficiency 
and resourcefulness are not sufficient. As­
sociates in industrial interest cannot be 
driven like Egyptian slaves. Incentive and 
stimulation must elicit cheerful coopera­
tion.
The very manner in which one attempts 
to attain certain objectives may nullify 
one’s efforts; “bawling out," and threats 
tend to create resentment.
At present we are all so busy we are 
too prone to forget the little jingle:
It isn’t the thing we do or say
But all in the way we do or say it. 
What would the egg amount to, pray,
If the hen got up on the roost to lay it.
You know, better than I, whether in 
administering a trade association program 
or a code, you have been upon the roost.
Again, you are the judge as to whether 
the penalty or purpose sections of NIRA 
are the most frequently quoted and most 
emphatically stressed.
Application of Methods of Building 
Morale to Present Problems
The necessity of building and preserving 
morale in any venture is not dependent on 
the type of venture nor the period in which 
it takes place.
It is frequently stated that the greatest 
error made in regard to the furtherance 
of national temperance was the suspension 
of education upon the passage of the Na­
tional Prohibition Act. The greatest mis­
take that the trade executive may make 
at the present time is failure to utilize the 
usual methods of building association mo­
rale in furtherance of the National Indus­
trial Recovery Act.
The creation of incentives and under­
standing—frequently termed industry edu­
cation—is essential in initiating the collec­
tion of statistics, fostering uniform ac­
counting, maintaining open-price report­
ing plans, shortening hours or increasing 
wages. Industry morale is not obtained by 
law.
Cooperation of members of an industry 
in all cooperative efforts is attained 
through reasoning, through suggestion, 
through the establishment of faith and 
confidence.
Do not infer from this statement that I 
am opposed to the strict enforcement of 
code provisions or reliance upon the penal­
ty provisions of the Act. The very exis­
tence of the penalty provisions and the 
inability to make them effective have al­
most wrecked the morale of not a few 
industries.
What I deplore is the sole reliance upon 
the penalty provisions of the Act or the 
use of threats to secure compliance with 
codes or association programs when such 
methods create resentment of the great 
majority who are willing and ready to 
cooperate; and such methods are ineffec­
tive with the small minority who inten­
tionally or otherwise fail to support an 
industry-wide program. One organization 
bulletin recently stated that “neither this 
code, nor any other code can be adequate­
ly enforced by more policing methods.”
The use of threats, intimidation, boycott 
or physical force is condemned by trade 
associations regardless of the cause which 
misguided, misled and uninformed indi­
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viduals or groups may seek to promote. 
They are destroyers and not promoters of 
industry morale.
The code authority was never intended 
to supplant the association. Some of its 
functions are similar, but they are limited 
by law and do not include many of the 
activities essential to the growth of the 
industry. Nevertheless, there has already 
arisen in the minds of members of indus­
try and the officers of code authorities 
confusion in respect to the distinction. The 
added factors that compulsory membership 
and compulsory contribution may threaten 
the vitality of the association should not 
be overlooked.
The proponents of the Recovery Act 
certainly never intended to supplant trade 
associations with governmentally approved 
agencies of limited powers. The position 
of associations was immensely strength­
ened during the period of the preparation 
of codes. That period has rapidly drawn 
to a close, to be followed by the difficult 
problem of administration. From all out­
ward appearances there are indications 
that some associations may temporarily 
lose much of what they have gained 
through a confusion of the purposes of 
the two bodies—the association and the 
code authority. If this happens the blame 
must rest to some extent on association 
executives.
Confusion—a deterrent of industry mo­
rale—may be prevented by permitting no 
overlapping of functions, by keeping clear­
ly in the minds of members of the indus­
try the distinction in activities, and by con­
tinually emphasizing the primary purpose 
for the existence of the Code Authority, 
the representation of its membership in a 
private capacity.
The outward semblance of morale is 
personality. The building and maintain­
ing of morale may vary as to method, but 
should not as to effectiveness. That asso­
ciation which has achieved, under proper 
leadership, service and spirit of the first 
order, or in other words a splendid morale, 
will enjoy in the eyes of its industry a 
personality which will not permit it to be 
confused with a purely regulatory body.
Self-government of industry is not a 
new theme. The history of organized ef­
fort through the centuries reveals a desire 
by business to control its own affairs. It 
also reveals that governments have granted 
business organizations almost unlimited 
powers even to that of bearing arms and, 
on the other extreme, have regulated busi­
ness by controlling its operations and fix­
ing the price of goods and the wages of 
employees.
It is not within the scope of this address 
to discuss the economic or political aspects 
of self-government which have been dis­
cussed by other speakers at this meeting. 
Let us therefore analyze it from the stand­
point of building industry morale.
Thomas Jefferson said that government 
—referring to political government—is the 
best which governs the least. The powers 
of government permit it to educate its citi­
zenry to do the right thing as well as to 
punish those who violate the law. Our 
own government has been extremely help­
ful in aiding business. Rendering assis­
tance in the nature of services which in­
dustry cannot otherwise obtain and the 
punishment of violators of laws passed by 
our legislative bodies or of codes of fair 
competition which become law upon ap­
proval of the President, aid in building 
industry morale. They do not infringe 
upon or destroy its essential factors.
A representative of NR A, in addressing 
your last semi-annual meeting, called at­
tention to the fact that industry, in re­
questing governmental permission to fix 
prices, allocate production, etc., must be 
prepared to accept government regulation.
This raises the question: Is it possible 
to build industry morale if industry is 
regulated by the government ? Can we 
create pride, enthusiasm, confidence, re­
sponsibility, leadership, or can we develop 
an inter-industry and intra-industry co­
operative program when the final determi­
nation of the fundamental elements of 
business rests not in the hands of industry 
but in the government?
In attempting to answer this and similar 
questions it is well to recognize that eulo­
gists and critics hold the public stage, one 
commending, the other condemning, eco­
nomic, social and political philosophies of 
the day. In this emergency we are en­
gaged in many experiments which consti­
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tute a test of industry, of government and 
a challenge to many of our principles. Fair 
and not venomous criticism is desired. 
Sober, intelligent appraisal rather than un­
intelligent and carping criticism is needed.
Is the important question, shall we decry 
code authorities and bewail bureaucracy, 
or, is it, how shall we better build that our 
organizations of business, whether known 
as trade associations, institutes, or code 
authorities, shall be entitled to industry 
and public confidence as agencies for self- 
government in business?
The Chamber of Commerce of the 
United States, as you know, by its acts 
and announced policies is ready to assist 
in answering this latter question,
Industry has been and is desirous of 
securing some practical method of elimi­
nating unfair competition caused by sweat­
shop labor, long hours, unconscionable low 
wages or uneconomic business practices.
Government aid of some kind seems essen­
tial. Enormous strides have been taken 
since your last annual meeting. Much good 
will result from your intelligent and tire­
less efforts. As trade and code authority 
executives you must hold fast to that 
which is good—ever watchful that in 
going forward you are also going upward.
You, you leaders in building industry 
morale, may well analyze the trends, test 
the new measures not only from the stand­
point of their economic and political as­
pects, but also their psychological effects 
upon human beings, individuals such as 
you and I, who have hopes, aspirations, 
enthusiasm and confidence in a type of 
cooperative effort and in a business system 
that encourages individual initiative, de­
mands individual responsibility, fosters 
social welfare and protects the public.
Industry morale, essential to business 
and social progress, is built by individuals 
and not by law.
T h o u g h t s  o n  A u d i t  P r o c e d u r e
by S t e p h e n  C h a n , C.P.A., New York City
IT is the purpose of this article, written with a detailed yearly or semi-annual 
audit in mind, to present to accountants 
and auditors random thoughts on several 
topics which are often overlooked or 
omitted during the course of an audit. 
The ideas set forth herein are purposely 
presented in a kaleidoscopic manner, as it 
is not the writer’s intention to exhaustively 
treat the items presented, or to submit a 
complete audit program, but merely to 
mention for further discussion the various 
topics involved.
Direct Verification of Balance-Sheet Items 
There is a steadily increasing recogni­
tion of the importance of the verification 
of all balance-sheet items susceptible there­
to, by direct correspondence. Unless pre­
cluded by the scope of the audit or the 
lack of time, the following items, num­
bered (1) to (9), respectively, should be 
thus verified, receiving the replies at the 
auditor’s office. (When examining the re­
plies note: (a) that the information is 
given as of the balance-sheet date, (b )
that the reply refers to the client’s firm 
name, and (c) that all the requested in­
formation is given; if not, a second letter 
may be necessary.) I have classified, under 
each item mentioned, certain pertinent in­
formation directly related thereto.
(1) Cash in Banks, and Funds in Hands 
of Employees, Branch Managers, Etc.
For cash in banks, use the verification 
instructions published by the Federal Re­
serve Board in 1929 under the title “Veri­
fication of Financial Statements,” or one 
similar in scope, and make sure all ques­
tions thereon are answered.
Practices such as holding the cash book 
open to include cash received subsequent 
to the balance-sheet date, or entering cash 
payments made subsequent to the closing 
date as affecting the accounts of the pe­
riod under review, should not be con­
doned.
A great aid in discovering defalcations 
or loose practices in cash handling is the 
obtaining direct from the banks, duplicate 
deposit slips listing in detail the composi­
tion of the deposits made on certain se­
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lected dates; these slips are checked to the 
cash book, and any differences should be 
investigated.
(2) Notes and Accounts Receivable and 
Payable.
Write to every account on the books 
with whom business had been done recent­
ly, even if it shows no book balance at the 
balance-sheet date.
The replies to the verifications of ac­
counts receivable should be listed on the 
aging sheet and any differences should be 
traced. The decision as to the value of the 
accounts and the necessity for a reserve 
thereon should be based upon an aging of 
the accounts by unpaid items, either by 
due dates or billing dates. An important 
factor is the recording on this work-sheet 
aging, of the cash received on account dur­
ing the month following the balance-sheet 
date, as the receipt of cash is the surest 
guide to the collectibility of an account. A 
few other points to keep in mind when 
preparing the aging from the ledger are:
Watch for postings in even amounts, es­
pecially from the general ledger; look for 
excessive returns and allowances, especial­
ly in the period after the date of the audit; 
list separately, accounts in the name of 
officers, relatives and employees; and 
watch for old amounts unpaid while cur­
rent items are being settled. Set up a re­
serve against the accounts, for cash dis­
counts to be deducted by customers when 
they pay their bills. Refer to cash book 
entries for the month subsequent to the 
balance-sheet date to check the sufficiency 
of the amount reserved for.
If any notes or accounts are secured by 
collateral, state this fact on the balance 
sheet.
If any notes receivable have been re­
ceived in settlement of past due accounts 
or are renewal notes, consider the question 
of showing these items under a non-cur­
rent classification.
Merchandise consigned to others which 
is unsold by them at the balance-sheet date 
should be included as part of the inventory 
and not among the accounts receivable.
The consignor’s account should be cred­
ited for any merchandise on consignment 
from  others, which has been sold prior to 
the balance-sheet date.
(3) Cash Surrender Value of L ife Insur­
ance Policies.
Obtain by letter, data as to: (1) the cash 
surrender value, (2) dividends due, (3) 
principal amount of the policy, (4) the 
date to which premiums are paid, (5 ) re­
vocability of policy by the insured, (6) 
who is beneficiary, (7) details of any 
loans on the policy, (8) accrued interest 
on loans to the balance-sheet date. Set up 
any loans and the interest thereon, as a 
deduction from the cash surrender value 
on the face of the balance sheet.
Write also to insurance brokers (unless 
complete data is available in the insurance 
register) for a list of fire, liability and any 
other types of policies held, or written, by 
them, asking them to state the coverage, 
terms and unexpired premiums.
When examining life or other insurance 
policies, read them carefully for unusual 
clauses. Determine whether the company 
has received cash or credit for all policies 
cancelled during the period. Note exces­
sive or insufficient coverage. Examine the 
payroll records for possible additional pre­
miums due on compensation polices. Call 
to the management’s attention the advis­
ability of bonding all employees having ac­
cess to cash, securities or merchandise.
(4) Investments or Securities Deposited 
as Collateral, or for Safekeeping.
When shown as current assets, securities 
should be valued at cost or market value, 
whichever is lower, notation being made 
on the balance sheet as to which value is 
used.
If any of the securities are not listed on 
a stock exchange or represent investments 
in affiliated companies (also in the case of 
amounts due from affiliated companies 
when the statement shows a capital defici­
ency) and the statement of the respective 
company shows a deficit, mention of this 
fact should be made as a balance sheet 
footnote, unless a reserve has been set up 
for the decrease in value or the investment 
is carried at its present book value.
(5) Merchandise at Warehouses or Held 
by Agents.
Aside from the usual inquiries as to 
title, possible liens, quantities and location, 
the most difficult problem concerning in­
ventories is their proper valuation. The
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markdowns or reductions in selling price 
made subsequent to the inventory date are 
one of the best indications of the value of 
an inventory at the balance-sheet date. A 
good indication of possible future reduc­
tions in selling prices is the respective age 
of the various inventory items. The in­
ventory should be aged by individual items 
or classes of merchandise. Compare all 
items on hand since the previous inventory 
to ascertain that they are not valued at 
higher prices than they were at the last 
inventory date and that proper reserve for 
obsolescence has been taken.
Especially in cases where cash (or 
trade) discounts are deducted directly 
from sales and purchases on the profit and 
loss statement, the “cost” used in inventory 
pricing for balance sheet purposes should 
be net of such discounts.
(6) Mortgages Receivable or Payable.
The verification should contain informa­
tion as to the due date of the mortgage ; 
its recording; and interest dates. Also, 
ascertain whether the interest has been 
paid to date and whether any principal in­
stallments are past due.
In the case of bonds payable, write to 
the registrar, if any, and also inspect the 
agreements regarding the provisions there­
of which may affect the statements sub­
mitted.
If any mortgages, bonds, or interest 
thereon, set forth on the balance sheet, are 
past due, state that fact clearly, regardless 
of what balance sheet caption these items 
appear under.
Include among the current liabilities all 
installments of mortgages (or bonds to be 
redeemed) due within one year from the 
statement date.
If the interest on any bonds or mort­
gages payable has been waived, or not set 
up on the balance sheet, state this fact as 
a balance sheet footnote. If the interest 
has been waived, inspect the written 
waiver.
(7) Amounts Due to or From Officers 
and Employees.
Have the officers and employees verify 
the amounts due to, or from, them and 
show these amounts separately on the bal­
ance sheet.
(8) Attorneys. -
Write to all attorneys having any con­
nection with the firm under audit, inquir­
ing whether they have any knowledge of 
claims, suits, contingencies or judgments, 
as well as requesting the amount of fees 
due at the balance-sheet date; and asking 
also for a list of all accounts receivable 
and notes receivable held for collection. 
See that items which the attorney is at­
tempting to collect are not included in cur­
rent accounts receivable and that they are 
properly reserved for.
(9) Capital Stock.
Address also registrars of capital stock. 
If there is no registrar, examine the stock 
books, to see that no unused stock certifi­
cates are missing. See that all cancelled 
shares are pasted in the certificate book 
and see that transfer and original issue 
stamps are affixed to all stubs.
Fixed Assets
The title to property and its recording 
should be examined, but there is seldom 
cause for written verification of fixed as­
sets. However, even in a limited balance- 
sheet audit, it is prudent to list, or inspect 
a listing of, the fixed assets by date of 
acquisition. See that no unit is being over 
100% depreciated and ascertain that lease­
hold properties and improvements are be­
ing amortized over the life of the lease or 
the life of the property, whichever is 
shorter. If there has been any appraisal or 
revaluation of the assets, state that fact 
on the face of the balance sheet. Verify 
the authorization for all capital expendi­
tures made during the period under 
review.
Most concerns operate on leased prem­
ises, therefore, during the course of the 
audit, examine the leases and if (as is 
very prevalent at present) the rent being 
paid is less than that mentioned in the lease 
and no written agreement is presented to 
this effect, consider the advisability of a 
balance sheet footnote stating the possible 
liability in this connection.
The Importance and Use of Balance 
Sheet Footnotes
For obvious reasons, direct verification 
of all of the above mentioned items cannot 
be made an inflexible part of all audit pro­
grams, but if any important balance-sheet 
items have not been thus verified or are
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not sufficiently clear on their face, qualifi­
cation by means of a footnote or comment 
should be made on the statement sub­
mitted.
Footnotes and comments should be used 
wherever needed to present adequately, 
important facts regarding a balance sheet. 
Their use serves two purposes: (1) as a 
protection to the accountant and notice to 
the credit grantor, in cases of incomplete 
audits or verification, and, (2) as a means 
of presenting additional information to the 
recipient of the statement. I will present 
briefly examples of the two general types 
of footnotes referred to above.
I. Statement Qualification.
(a) The above statement has been 
prepared from the books of ac­
count without complete audit, or 
verification by correspondence or 
inspection.
(b) The merchandise inventory is 
stated as taken and priced by the 
management.
(c) The fixed assets are stated as ap­
praised on January 5, 1930, with 
subsequent additions at cost.
Etc.
II. Additional Information as to Liabil­
ities, Etc.
(a) Tax returns subsequent to 1930 
have not been finally passed on 
by the Internal Revenue Depart­
ment and the above statement is 
rendered subject to any addi­
tional tax liability in this con­
nection.
(b) Purchase commitments have been 
entered into for delivery early in 
1934 of $100,000.00 of raw mate­
rials, the replacement value of 
which, at December 31, 1933, is 
approximately $58,000.00.
(c) Merchandise in bonded ware­
houses and in transit, amounting
to $ ................... included in the
above inventory, is subject to un­
paid customs duty of $ ............. ,
not included in the above liabili­
ties.
(d) Fall merchandise in transit,
amounting to $ .................., has
not been included in the above 
inventory or liabilities.
(e) The company is contingently
liable for $ .................  of notes
receivable discounted, and is the 
defendant in a pending lawsuit 
for recovery of $ .................
Etc.
Certificates From the Client 
It is a good policy, especially where the 
client’s figures or information are used, 
to have responsible officers of the company 
sign a certificate of inventory, certifying 
to the accuracy of the quantities and pric­
ing and also as to title to, absence of liens 
against, and the salability of, the inventory 
used for statement purposes. Obtain also 
a certificate stating that all ascertainable 
liabilities, contingencies, guarantees and 
judgments have been taken up on the 
books or called to the auditor’s attention. 
While the obtaining of these certificates 
does not relieve the auditor of the respon­
sibility of a thorough audit or verification 
unless the balance sheet is qualified, the 
signing of these certificates impresses upon 
the client the necessity of cooperation and 
the presentation of accurate figures.
Minute Book 
The corporate minute book of stockhold­
ers’ and directors’ meetings should be ex­
amined to check authorization of officers’ 
actions during the period; to search for 
mention of any transactions out of the 
usual scope of the business; to discover 
possible contracts or agreements not dis­
closed elsewhere; and to note if the 
amounts set forth as authorized officers’ 
salaries agree with the sums paid during 
the period under review (excess with­
drawals should usually be charged to ac­
counts receivable from officers).
Review of Working Papers 
One of the most important factors in 
the presentation of conservative, accurate, 
statements, is the careful checking of all 
the figures thereon. This task in the small­
er accounting firm is performed by the 
principal, however, in an office of any size, 
one or two men should be assigned speci­
fically to this work. The accountants 
making the audit should be instructed to 
writeup complete, orderly, working pa­
pers. These are then gone over in detail
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by the checkers to see that a complete 
audit or verification has been made; that 
the reserves as set up are sufficient; that 
all liabilities, direct and contingent, have 
been given effect to ; and that all items not 
fully verified are directly qualified. The 
reviewers should not merely check the 
figures presented to them but should go 
further, and determine whether all the in­
formation which should have been obtained 
during the course of the audit, is contained
Never in our 6½ years of Shopkeeping 
have we had such difficulty in getting out 
our copy. Plenty of material; the adverse 
details would not interest you; not your 
business anyhow; and sympathy is most 
easily found in the dictionary. We com­
prehend the spirit of Pagliacci. “T h e  
S h o w  M u s t  Go O n .” All Right! Here 
it goes.
TAXES
We have repeatedly objected to reports 
of cases which omit the name of the ac­
countants therein. We therefore take 
pleasure in noting that in the cases of 
Robertson and Chapman (CCA 6th, 
2/8/35), J. L. Swinehard was specifically 
mentioned. We like the decision in 31 
BTA 205. If taxpayer Mack had exer­
cised more care in keeping his records ac­
curate, he would have won. No decision 
would be better to carry around with you 
to show to recalcitrant clients or skeptical 
prospects.
Seymour Wells got a rule 50 decision 
in 31 BTA 208. Accountants handling 
decedent estates in Utah will find it im­
portant. Cecil B. DeMille, movie tycoon, 
got a rather substantial victory in 31 BTA 
207. The issue arose under 220 of the 
1926 Act and 104 of the 1928 Act. Hugh 
Smith got a decision easy for a C.P.A.
in the papers. The efficiency and useful­
ness of this department depends on two 
factors, the ability of the reviewers, and 
the procedure followed both in the prepa­
ration and checking of the working papers. 
The proper handling of this phase of the 
audit work will result in training the staff 
men to do a thorough audit and to prepare 
complete papers, and will prove to be a 
strong bulwark between the accounting 
firm and possible lawsuits for negligence.
to swallow on January 16, when the Board 
gave him a clear “judgment for the peti­
tioner.” (Matter of Gullett, 31 BTA 194.)
Will we ever be finished with cases 
arising out of the Florida boom of 
1925/6? Here on January 16 the Board 
gives a decision against the Boca Ratone 
Company; six members dissent and an ap­
peal is certain. (31 BTA 193.) Two
C.P.A’s who are also lawyers had articles 
in the January issue of the Tax Magazine. 
They are Guy Altman of Chicago; and
S. J. Sherman of N. Y.
We note in Montgomery’s latest Hand­
book on Taxes that under the general cap­
tion of Installments there are over 45 
items indexed. But not one word about 
installment purchases. If you do not think 
the buying side is important, just sell some 
capital asset purchased on the installment 
plan; and then figure what percentage of 
the profit or loss is taxable under the 1934 
statute.
PHILO SAYS 
Maybe you didn’t know it, but the Kid 
has dubbed Philo the Calm Philosophic 
Accountant. Philo accepted the C.; but says 
he’d prefer to have the P understood to 
mean Pragmatic. He refused to define the 
term, beyond saying that those who were 
interested could find it in William James’s 
works; and to those who were not inter­
T A L K I N G  S H O P
A D e p a r t m e n t  Co n d u c t ed  by L e w is  G l u ic k , C.P.A., New York
1935 THE CERTIFIED PUBLIC ACCOUNTANT 241
ested, it wouldn’t make any difference any­
how. But he has some good thoughts, even 
if he refuses to take credit for them as 
original. For example:
“You can’t expect people who don’t 
know accounting to make up consolidated 
balance sheets; yet, every day thousands 
of people are attempting to do that by 
what is called marriage. In finance it is 
called a merger. Even under such impetu­
ous leadership as Insull, mergers were not 
undertaken without some scrutiny of the 
balance sheets even though good will was 
too often over-valued. Catastrophe is in­
evitable when couples go into matrimony 
the same way. A job is appraised at its 
immediate value; no reserve is set up for 
obsolescence; no insurance on change of 
management; a bright smile; a good line 
of talk; some social graces; these are all 
taken at face value; no audit is attempted. 
Maybe they are O. K .; and too frequently 
they are not. Divorce court statistics show 
that there are many more cases during the 
first five years of married life among kids 
who marry under 25 than among their 
elders. These latter, knowing more about 
the bookkeeping of life, are less impetu­
ous ; they audit each others resources; they 
seek liabilities; and, if they assume them, 
they at least can’t complain that they were 
deceived. Financial mergers are big and 
important; but all they are designed for 
are monetary profits. Marriages are 
treated too casually; yet they are designed 
for happiness to two human souls. More 
preliminary auditing would pay big divi­
dends.”
To which the Kid responded: “Yeah. 
But I notice you’re still a bachelor. Some­
times an audit can be too good.”
An interesting corollary to the gold 
clause cases is bound to arise under income 
tax law though it will not mean as much to 
so many people. You ought to be able to 
see the ramifications easily from this one 
simple example. You have a nugget of 
pure gold which your grandfather found 
in 1849. Its March 1, 1913 and also 1933 
value was, let us say, ten dollars. Then 
the dollar was shrunk, and you heeded the 
treasury’s call to turn in your gold. You 
got fifteen dollars for it. Is there a five 
dollar taxable profit? If the holder of the
gold bonds suffered no loss by not getting 
gold, you have. But on the other hand you 
have a grand chance to reopen the case. 
Or, take the case of a gold mining corpo­
ration. Yes, you take it. We don’t know 
the answer; but we will welcome any ex­
pression of opinion from Colorado, or 
other gold-producing states.
Tom Evans of Detroit sends us the fol­
lowing, which he says was sent out by an 
uncertified accountant to a former client.
“-------------- , Ohio,
January 23, 1935.
“Gentlemen:
“If you had filed all of my preceding 
letters, you would have accumulated 
enough ideas to start a mental houseclean­
ing, and would thereby take the first step 
toward ending the depression for your­
selves.
“You’d be astonished how many smart 
Executives fail to realize how cumbersome 
and wasteful are some of the practices in 
their otherwise well planned accounting 
methods.
“For instance: The lack of appreciation 
is one of the most important functions of 
cost accounting; namely, to reduce the 
high cost of cost accounting. The basic 
idea underlying Cost Engineering Prin­
ciples is that we work on the principle of 
exceptions.
“If we have accurate material specifica­
tions, it is absolutely unnecessary to go 
through all the rigmarole in connection 
with getting reports of materials used in 
production (material requisitions, etc.).
“If we know how much material is re­
quired for a particular article, and how 
much material is spoilt, it is a very simple 
matter to figure out how much material 
has been consumed.
“An illustration ( D ia g r a m s ) would 
convince you that a Change is needed. 
‘Change’ is the big word today, ideas are 
changing overnight.
“G et  S ervice .
“Cordially yours.”
THE SHOP TALKERS 
“I had a queer experience with my son 
last week,” said Oldtimer.
“What did he do?” queried the Kid. 
“Beat you up?”
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“Be sensible for once,” growled Old­
timer. “This might have happened to any 
junior; even you.”
“That’ll hold you, Kid,” said Sinbad; 
and Oldtimer went on.
“Among our clients is a swank restau­
rant in the high fifties. We wanted to give 
an unqualified certificate, so arranged to 
have two of our men take inventory with 
them one Sunday afternoon. The Young­
ster was sent with another lad; and started 
all right with food and supplies. But when 
it came to the beverages, the manager 
himself appeared. And was he indignant! 
The idea of sending two men too young 
to know wines; raised if not born, during 
prohibition; with knowledge, if any, only 
of hooch. How could they possibly inven­
tory the many choice imported wines ?
“The Youngster showed his mettle and 
great tact. He pled guilty to knowing 
nothing about wines; expressed willingness 
to learn from such a master as the manager 
must be. Still, he was not there to sample 
and appraise—not that he would mind 
trying—but to count, record and compute, 
identify brands from the labels; and prices 
from recent invoices. In short, he was 
there to do arithmetic, and perhaps the 
manager would concede he was capable 
of that.
“Well, in the end, all was well. But 
when the Youngster reported to me, it 
made me ponder. Is it necessary for an 
expert to take inventory? Is it not often 
true that a non-expert, just because of 
his questions based on lack of knowledge, 
will get better results?”
“It is,” said Sinbad. “This insistence on 
specialists is one of the banes of all Ameri­
can professions. The laity are prone to 
blame the professions, but the truth is that, 
in general, it is the customer, patient or 
client who demands specialization and who 
is to blame if they are supplied.”
“Well observed,” said Oldtimer. “And 
how to overcome the quackery, which too 
often results, is a serious problem.”
“May I cite a recent experience as a 
corollary?” said the Kid.
“My, how humble!” exclaimed Sinbad. 
The Kid gave him a killing look, took 
Oldtimer’s nod of acquiescence, and began. 
“For all my career I’ve been hearing
accountants kick because of limited scope 
of audit engagements, and I’ve done it.”
“We’ve heard you,” said Philo.
“But did you ever encounter the reverse ? 
A client insisting on useless work ?”
“I have,” replied Oldtimer, “but it’s a 
very rare thing. Tell us about it.”
“Well, here’s a client who leases some 
space on the popular percentage rental 
plan. In a short time, he is suspicious; 
the statement from the tenant shows a 
large loss. So we are asked to investigate.
“I get there and find that the assistant 
bookkeeper is a boy I know; not intimately, 
but enough to have confidence in him. An 
hour spent in going over the general ledger 
and other books, showed me a better than 
ordinary system, and prima facie correct­
ness. Another couple of hours making 
tests, and checking the tenant’s report, and 
I had the whole picture. I knew just where 
the trouble lay and reported briefly accord­
ingly. Our client was indignant; he asked 
for all kinds of details; demanded them; 
and immediately. It was in vain that I 
tried to show him how unreasonable his 
demands were.
“I never mind earning a good fee, but 
I do not like to do anything unnecessary 
—just naturally lazy, I guess. But the 
client insisted, so I did what he desired. 
It took one senior and one junior one solid 
week, and myself three days with them, to 
dig up all the details ordered. In fact, we 
got new instructions ‘fresh every hour’ 
for the first two days. The tenant was 
rebellious over our continued presence dis­
rupting his routine, and we were caught 
between two fires; very uncomfortable.
“Finally, eleven days after first being 
sicked on the job, I delivered a twenty- 
one page report. By that time, the client 
had lost interest, and perversely asked 
what good the data were after all this 
time. Besides he seemed downright angry 
that we had found no trace of fraud. The 
solemn truth was that he had made a bad 
lease and was trying to find an out for 
his own lack of astuteness. When I pre­
sented my bill, he just blew up. I fought 
back, but the sad fact remains that he 
has been a valued client for several years, 
we can’t afford to lose his regular work, 
and I suppose in the end we must accept 
the fifty per cent he offered.”
1935 THE CERTIFIED PUBLIC ACCOUNTANT 243
“Interesting,” said Oldtimer. “And next 
time get your fee in advance.”
“Easier said than done,” said Philo. 
“You’re telling us,” chorused the others 
and Philo continued. “Funny, your run­
ning into that boy. Reminds me of some 
of Rover’s yams.”
“That reminds me,” said Oldtimer, 
“where is Rover?”
“Taking a cruise to Panama,” replied 
Philo, “and as soon as I get the State tax 
work done, I ’m running away for a while, 
myself; Bermuda for Easter, if collections 
are good.”
“I’m going to do my tax season re­
cuperating at Atlantic City,” said Old- 
timer, “and take in the four-state con­
ference at the same time.”
W o m e n  i n  A c c o u n t a n c y *
Since the organization of the American 
Woman’s Society of Certified Public Ac­
countants in January, 1933, many inquiries 
have been received as to what women cer­
tified public accountants are doing in the 
profession and the possibilities for them. 
In order that the society could compile 
statistics, a questionnaire was prepared 
and sent to all women C.P.A’s in the 
United States, and the results of the ques­
tionnaire together with data obtained from 
other sources are submitted in this report.
Information received from the various 
State Boards of Certified Public Account­
ants indicates that at January 1, 1934, 
there were one hundred and five women 
holding C.P.A. certificates as follows:
California 4 New Jersey 3
Colorado 5 New York 20
Connecticut 2 North Carolina 4
Florida 1 North Dakota 1
Georgia 2 Ohio 7
Illinois 15 Oklahoma 1
Indiana 6 Rhode Island 1
Iowa 1 South Carolina 1
Louisiana 3 Texas 1
Maine 1 Utah 1
Maryland 5 Vermont 1
Massachusetts 11 Virginia 1
Michigan 1 Washington 3
Nebraska 1 Wisconsin 1
New Hampshire 
Total ........
1
105
Four of the above women hold certifi­
cates in two states. Certificates have been
*Report on Questionnaire sent to women Cer­
tified Public Accountants during the year 1934 
by the American Woman’s Society of Certified 
Public Accountants, Chicago.
issued also to two women now deceased 
and not included in this list. In addition 
to the above there are two women, one in 
the District of Columbia and one in Ore­
gon, who have passed the C.P.A. exam­
ination, but whose certificates are being 
withheld until the accounting experience 
required by law is obtained.
The first certificate to be issued to a 
woman was by the State of New York on 
December 27, 1899, and the following table 
shows the years when subsequent certifi­
cates have been issued:
1899 1 1913 1 1921 3 1927
1904 1 1916 2 1922 3 1928
1905 1 1917 1 1923 7 1929
1907 2 1918 4 1924 4 1930
1909 3 1919 3 1925 8 1931
1912 1 1920 6 1926 6 1932
1933 4
T o ta l............................................. 105
The statistics which follow are based on 
a sixty-three per cent return of the ques­
tionnaire. The questionnaire did not reach 
fourteen per cent of the women C.P.A’s 
for want of sufficient address and in twen­
ty-three per cent of the cases it was not 
completed and returned.
All of those answering the questionnaire 
received their certificates by examination. 
As a result of the May, 1925, examination 
for the C.P.A. degree in one State the 
silver medal to be awarded by the State 
society to the person passing with the sec­
ond highest total markings in all subjects 
was presented to a woman.
Thirty-five women C.P.A’s are members 
of the American Woman’s Society of Cer­
tified Public Accountants. Thirty-one hold 
memberships in State societies, six belong
8
6
6
11
7
6
244 THE CERTIFIED PUBLIC ACCOUNTANT A pril,
to The American Society of C.P.A’s, six 
belong to the American Institute of Ac­
countants, two to the American Associa­
tion of University Instructors in Account­
ing, and one is a member of the Massa­
chusetts Bar.
Besides the C.P.A. degree, eleven wo­
men hold Bachelor of Arts degrees, nine 
Bachelor of Commercial Science degrees, 
eight Bachelor of Science degrees, two 
Bachelor of Business Administration de­
grees, two Bachelor of Law degrees, two 
Master of Science degrees, one Master of 
Commercial Science degree, two Master 
of Arts degrees, one Graduate Nurse de­
gree, and one American Institute of Bank­
ing degree. There were twenty-nine uni­
versities, colleges or business schools rep­
resented where accountancy was studied.
In summarizing answers as to degrees 
other than that of the C.P.A., thirteen per 
cent hold two degrees, thirty-two per cent 
hold one degree, and fifty-five per cent 
did not specify a degree although prac­
tically all of these indicate that some higher 
institution of learning had been attended 
and that some specialized accounting train­
ing had been taken.
Thirty-seven women, or fifty-five per 
cent of those answering the questionnaire, 
are in public practice. Seventeen women 
are practicing in their own names, eight 
are in partnership and twelve are employed 
by others, of which five are seniors, five 
are employed in various capacities, and 
two review reports.
Of fifteen women who are in private 
practice two are doing accounting work 
for law firms. Other positions are those 
of general accountant, cashier, bookkeeper, 
office manager for a hospital, assistant 
treasurer and comptroller, one woman is 
comptroller for the Tennessee Valley Au­
thority, another is an accountant with the 
Reconstruction Finance Corporation, an­
other is a senior accountant for the Home 
Owners Loan Corporation, and another 
is in the Division of Examination of the 
Federal Reserve Board.
Five women are Internal Revenue audi­
tors for the United States Government. 
Two chose to teach accounting, one being 
head of the commerce department, the 
other being professor of accounting, both 
in women’s colleges.
About thirty-six per cent replied in the 
affirmative to the question “Have you 
written any textbooks, articles or given 
talks on accounting subjects.”
One handy and much needed pamphlet 
entitled “Grammatical Construction and 
Use of Words in Accountants’ Reports’’ 
was written by a woman doing report re­
viewing for one of the largest firms of 
practicing accountants in the country.
One woman compiled nine studies which 
were published by the Bureau of Business 
Research at Ohio State University, some 
of which were entitled “Operating Results 
of Ohio Wholesale Grocers” ; “Cost of 
Handling Merchandise Returns” ; “Mer­
chandise Repossessions in Small Furniture 
Trade” ; “Revenues and Expenses of Ohio 
Daily Newspapers.” Another woman 
wrote “The Natural Business Year,” a 
bulletin of the Bureau of Business Re­
search at the University of Illinois. There 
appeared an article in Modern Hospital 
entitled “Costs for Nursing Schools,” also 
written by a woman C.P.A.
Two women assisted in the preparation 
of textbooks, one for an income tax course 
and the other for an accounting course. 
Another prepared and used her own mate­
rial in teaching accounting.
Because accounting firms are still reluc­
tant to employ women as juniors, there 
does not seem to be any recognized method 
at present by which a woman can enter 
the public accounting field. Answers to 
the questionnaire indicate a wide variation 
in the methods used to obtain the requisite 
experience and it is apparent that a woman 
must make her own opportunities, general­
ly speaking. In several cases the position 
of staff accountant was simply applied for 
and the applicant accepted. In a few in­
stances women gained their experience by 
starting their own practices in a small 
way. The recommendation of instructors, 
schools and others was the means of thir­
teen women getting their positions. In 
eight instances they entered the offices of 
certified public accountants as stenograph­
ers, switchboard operators, secretaries or 
clerks and after demonstrating ability 
worked into staff positions.
The woman accountant is accepted gen­
erally on the basis of her C.P.A. certifi­
cate. That there is no difficulty to speak
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of for a woman in the client’s office and 
some difficulty in the accountant’s office 
seems to be the consensus of opinion. A 
limitation as to the amount of field work 
which a woman accountant is allowed to 
do is a rather general complaint. This is 
a definite handicap in meeting the experi­
ence requirements of State examining 
boards and of the American Institute of 
Accountants, and places something of a 
limitation on the endeavors of women em­
ployed by accounting firms.
It is indicated that in nearly all cases a 
natural aptitude and interest in the subject 
and ambition to have the C.P.A. degree
led to entrance into the profession and 
that very few women have become ac­
countants through chance or because of 
ready-made opportunities.
With regard to the future opportunities 
for women public accountants, opinion 
ranges all the way from the woman who 
thinks there is little future in the profes­
sion to the one who says “The surface has 
hardly been scratched.” By far the major­
ity have an optimistic viewpoint and many 
express themselves as believing that the 
field will grow as more women enter it, 
demonstrate their ability, and help to edu­
cate the public to the idea.
O U R  R E A D E R S ’  F O R U M
Contributions for this section will be limited to in the neighborhood of 
250 words. A free but short expression of opinion is requested on subjects in 
which the certified public accountant is interested. Address the Editor.
What Price C.P.A?
I was recommended recently to a pros­
pective client. Upon interviewing him he 
expressed his satisfaction with my famili­
arity of his particular line of business, es­
pecially so when I showed him an article 
I wrote which was published in the July, 
1933, issue of the Journal of Accountancy 
pertaining to his very business. But— He 
asked if I knew anyone connected with his 
particular bank, or any commercial factor 
from whom he purchases his raw mate­
rials as they informed him that it would 
be to his advantage if he selected an ac­
countant from their list of recognized 
firms.
Evidently, they maintain a list of ac­
counting firms who have previously sub­
mitted financial statements for credit pur­
poses, and who in their estimation they 
feel confident of their reliability. Not be­
ing familiar with any banker or factor, I 
informed him of the fact that I am a Cer­
tified Public Accountant of the State of 
New York, and explained its significance
and purpose to him but to no avail.
Why should such a condition exist ? 
Under the circumstances how can an ac­
countant justify a listing if they demand a 
firm already listed ? How else can a young 
practitioner establish himself in a profes­
sion after serving years of apprenticeship 
at nominal salaries and who has merited 
his certification? Is it no wonder why 
some practitioners resort to unethical prac­
tices to establish a clientele even against 
their will? If a C.P.A. is not recognized 
until he has proven his ability, and the 
degree itself is not sufficient after meeting 
the stringent requirements of New York 
State, then what price C.P.A ?
It is unfortunate indeed that such con­
ditions do exist. However, I am writing 
this letter not because of the fact that I 
have failed to obtain the client, but in the 
hope that this letter would react to the 
benefit of the profession as a whole toward 
the end that The American Society may do 
something to prevent the occurrence of 
such practices.
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C .  P .  A .  E x a m i n a t i o n  Q u e s t i o n s
N ovember, 1934
P r a c t i c a l  A c c o u n t i n g
PROBLEM 6:
D. L. Barnes and Company, a manufacturing enterprise, upon petition of its 
creditors has been reorganized under Section 77B of the Bankruptcy Act. On 
October 31, 1934, you were called upon to prepare (a) a balance sheet for the 
reorganized company, giving effect therein to certain transactions consummated 
during the period from November 1 to November 6, 1934, and (b) a statement 
showing the changes that have taken place in the financial structure, and opera­
tions from the date the action commenced, the latter statement to be of whatever 
form you believe will best display the facts.
On July 31, 1934, when the petition to the court was filed, the financial 
position of the company presented to the court by the creditors and believed by 
them to present a true condition of the company’s affairs was as follows:
Assets
Cash ...............................................................................................  $ 57.13
Customers, less reserve for bad debts of $13,018.78............... . 65,151.36
Merchandise inventory, obsolete or slow-moving stock, at cost. . 26,430.31 
Merchandise inventory, in good condition, at cost—
Raw materials ........................................................ ............ .. 18,252.22
Work in process ....................................................................  29,540.01
Finished goods ...................................................................... 5,242.54
Prepaid insurance on factory equipment.....................................  828.11
Treasury preferred stock—100 shares at cost .........................  6,200.00
Land, at c o s t.................................................................................  2,000.00
Buildings, at cost, less allowance for depreciation of $65,285.93 145,266.62
Machinery, at cost, less allowance for depreciation of $101,798.82 128,276.31
Total ............................................................................... $427,244.61
Liabilities, Etc.
5% bank loans ............................................................................. $ 85,000.00
Accrued interest thereon ............................................................  730.00
Trade creditors (raw materials) ................................................  127,208.63
6½% first-mortgage bonds, of which a total of $10,000.00 is
past due .....................................................................................  135,000.00
The Service of Examination questions conducted by The American Society furnishes 
practically twice as many questions in Theory, Auditing, Commercial Law and Economics 
and Public Finance as could be used by any State Board for a four-hour examination period, 
and twice as many problems in Practical Accounting as would be required for two examina­
tion periods of four to five hours each. A Board using the service makes its own selections 
and adds any special questions or problems which it desires. The second half of the problems 
in Practical Accounting follow.
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Accrued and past-due interest thereon .......................................  $17,550.00
Capital stock—
6 % cumulative preferred, on which dividends have remained
unpaid for two years—1,000 shares of par value of $100 each 100,000.00
Common no-par stock—2,500 shares, no stated va lue .............. 50,000.00
Earned-surplus deficit ..................................................................  88,244.02*
Total ...............................................................................  $427,244.61
*Red
Cash transactions during the three-month period ended October 31 were as 
follows:
Balance July 31, 1934 ....................................................................
Receipts—
Collections on customers’ accounts .........................................
Sale of all obsolete and slow-moving stock on hand at July 31 
Sales of scrap ..................................... ........................................
Total .................................................................................  $394,987.44
Disbursements—
Factory wages .............................................................................  $ 61,803.03
Raw-material purchases..............................................................  89,867.93
Factory expenses ........................................................................ 65,056.06
Administrative and selling expense........................................... 33,711.90
Bank loan in full, including interest .......................................  86,645.00
Trade creditors at July 31 ........................................................  12,720.86
Defaulted bonds, including all accrued and past-due interest
of $19,012.50 to September 30, 1934 .....................................  24,012.50
Balance October 31, 1934 ..............................................................  21,170.16
Total .................................................................................  $394,987.44
The plan of reorganization drawn up by the creditors and approved by all 
interested parties and by the court involves the following changes in the existing 
corporation, all of which were carried out during the period between November 1 
and November 6, 1934:
(a) The old management is to be displaced by a new group to be headed 
by the trustee who represented the court during the proceedings and who has 
been allowed a compensation of $2,400.00 by the court for the three-month 
period (paid November 5).
(b) Bondholders, including the owners of the five $1,000 bonds still in 
default, will receive cash (payment made November 5) for any unpaid ac­
crued interest at October 31, 1934, and one share of 5% noncumulative pre­
ferred stock of $100 par value for each $200 in face value of bonds.
(c) The balance owing the trade creditors of July 31 will be settled in 
full through the distribution to them, on an approximately pro rata basis, of 
5,725 shares of no-par-value common stock.
(d) Preferred stock outstanding at July 31 is to be turned in and ex­
changed for 3,000 shares of no-par-value common stock; treasury preferred 
stock is to be cancelled.
$ 57.13
383,567.81
10,500.00
862.50
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(e) Common stock outstanding at July 31 is to be turned in and ex­
changed for 500 shares of no-par-value common stock.
(f) The terms and shares of authorized preferred and common stock 
are to be modified through application to the secretary of state to agree with 
the above terms.
(g) The existing earned-surplus deficit is to be continued.
Assets at October 31, 1934 were to be valued thus:
Receivables, at book value—
Accounts at July 31, 1934, less same reserve for bad debts
of $13,018.78.............................................................................. $ 2,025.10
Accounts representing unpaid sales for three months ending 
October 31, 1934, less estimated uncollectible portion of
$10,177.25 .................................................................................  48,968.73
Inventories, at cost—
Raw materials ...............................................................................  15,360.71
Work in process............................................................................ 18,804.60
Finished goods .............................................................................  16,502.18
Prepaid insurance on factory equipment.....................................  683.22
Fixed assets—on basis of old cost less depreciation, to be 
decreased by additional allowances for three-month 
period on— Annual Rate
Buildings .............................................................................. 2½%
Machinery ............................................................................ 10
Trade creditors for raw materials, $62,348.96, constitute the only liability at 
October 31, 1934, resulting from the operations of the three-month period.
PROBLEM 7:
In 1926 A purchased in his own name 50 shares of XYZ Co. Preferred 
Stock at 105 per share. In 1928 by reason of his ownership of such stock he 
received 50 rights enabling him to purchase 25 additional shares of XYZ Co. Pre­
ferred Stock at 120 per share. A exercised his rights and purchased the 25 
shares in joint account with his wife. Upon the issuance of the rights the XYZ 
Co. Preferred Stock had a market value of $130.00 per share while the rights had 
a market value of $5.00 each.
In 1933 the XYZ Co. reorganized and exchanged for each old share of pre­
ferred stock 1 share of new preferred at a par value of $100.00 each and 2 shares 
of no-par common stock. Immediately after this exchange the fair market value 
was $50.00 for the preferred and $5.00 for each common share.
In 1934 A sold 10 shares of preferred stock registered in his name at 76 per 
share and 10 shares of common stock registered in the joint account at $18.00 per 
share.
A and wife submit a joint return.
Required:
(1) What was A’s taxable profit or loss upon the reorganization and ex­
change of stock ?
(2) What is the deductible loss or taxable gain on the sale of the stock?
(3) Under the 1934 Revenue Act would the above sale constitute a sale of 
a capital asset?
(4) What percentage of the loss is deductible for tax purposes? To what 
extent are capital losses deductible?
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PROBLEM 8:
Foster Mills, Inc., has a net profit before bond interest and Federal income tax 
of $147,390. According to the terms of the bond indenture, net profit, after 
deducting the Federal tax but before deducting interest on bonds, will be applied 
against interest and principal ($1,200,000 7% gold bonds outstanding) in equal 
amounts if the interest requirements are more than one-half the net profit after 
deducting the Federal income tax. Interest expense so determined represents the 
total expense to the corporation for the period, the 7% requirement merely limit­
ing the amount of interest.
You are required to compute the interest expense, Federal income tax, and 
principal payment for 1933.
PROBLEM 9:
Following is the trial balance of the New Deal Grain Co. as at June 30, 1934, 
together with certain related information, from which you are required to pre­
pare adjusting journal entries, and a balance sheet intended for the banks. The 
various items of the balance sheet must be clearly described.
Account Debit Credit
Cash ....................................................................$ 150,000.00
Margins ................................................................  345,000.00
Customers’ accounts........................................... $1,700,000.00
Inventories of grain ........................................... 2,235,000.00
Elevator properties............................................. 350,000.00
Furniture and fixtures ....................................... 20,000.00
Reserve for depreciation ................................... 77,000.00
Investments ........................................................  227,000.00
Bank loans..........................................................  603,000.00
Accounts payable ..............................................  25,000.00
Accrued commissions, taxes, etc........................  10,000.00
Capital stock ......................................................  600,000.00
Earned surplus, January 1, 1934 .....................  175,000.00
Net profits for period ended June 30, 1934. .. . 137,000.00
Totals .................................................. $3,327,000.00 $3,327,000.00
Investigation reveals that:
(a) The company acts as broker through its memberships in various ex­
changes and owns and operates grain elevators.
(b) The margins account comprises deposits made with—
Chicago Board of Trade Clearing Corporation....................... $265,000.00
Deland et Cie., a French broker................................................  10,000.00
Brokers acting as agents in other cities .................................  70,000.00
$345,000.00
Profit or loss on the above margins at June 30, 1934 have been reflected 
elsewhere in the accounts, except for the account with the French broker which 
represents a deposit on the sale of 30,000 ounces of silver at 70c per ounce. Cor­
respondence with the French broker indicates that the account of the New Deal 
Grain Co. has a credit balance equivalent to $31,000 (exchange differences may be 
disregarded) together with a short position of 30,000 ounces of silver. The 
market price of silver at June 30, 1934 may be assumed to be 75c per ounce.
250 THE CERTIFIED PUBLIC ACCOUNTANT A pril,
(c) Customers’ accounts are composed of—
Contract-grain-trading debit balances arising from sales of 
futures ($25,000 unsecured) .................................................. $ 154,500.00
Customers margin deposits and credit balances of which total, 
credit balances free from trading transactions amount to 
$187,000.00 ...............................................................................  1,870,000.00*
Advances to Farmers Cooperative for purchase of 25,000 
bushels of grain not yet unloaded in company’s elevators.. . 15,500.00
$1,700,000.00*
A computation of profit and loss on customer’s open trades 
at June 30, 1934 shows—
Net loss on sales of futures on customers’ accounts show­
ing balances of $1,650,000 .............................................$1,700,000.00
Net profit on purchases of futures on customers’ accounts
showing balances of $33,000 ......................................... 400,000.00
A profit or loss on grain-futures transactions is customarily not taken up on 
the books until the contract is closed, i. e., a sale is covered by a purchase or a 
purchase is covered by a sale. Margin deposits remain on the books as such until 
such closing and an evaluation of the true status in the interim involves a con­
sideration of the margin and the related profit or loss on open trades.
(d) Inventories are priced at market which is $43,500 above cost. The com­
pany had sold futures at June 30, 1934 in an amount of 3,145,000 bushels on 
the Chicago exchange at an average price of 58c and had also sold 780,000 bushels 
elsewhere for delivery within 45 days at an average price of 59 cents. The com­
pany’s practice is either to sell futures or to sell to various parties for future 
delivery at the time of purchasing grain, thus effecting a hedge, and earning the 
difference between the present and future delivery prices as storage for use of its 
elevators in the intervening period. Such income is regarded as earned when the 
covering transaction has been obtained.
(e) Investments consist of bonds and memberships in various exchanges at 
cost, the quoted value at June 30, 1934 being $180,000.
(f) Bank loans are secured by a pledge of 1,250,000 bushels of grain.
The market price at June 30, 1934 of the grain in which the company and its 
customers deal was 60 cents.
*Red
PROBLEM 10:
The trial balance of the Bellwood Manufacturing 
was as follows:
Cash on hand and in banks............................... $
Trade accounts receivable, n e t .........................
Notes receivable..................................................
Inventories—products and supplies at lower of
cost or market ...............................................
Investments in stocks and bonds at lower of cost
or m arket........................................................
Real estate—appraised July 1, 1928 ................
Company at April 30, 1934
Dr. Cr.
118,656.79 
295,570.01 
50,941.97
811,888.03
169,310.06
26,976.35
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Plant and equipment—appraised July 1, 1928. .$2,801,923.32
Patents, franchises, etc........................................  52,219.78
Deferred charges and other assets...................  62,118.53
Accounts payable................................................. $ 171,392.76
Notes and acceptances payable.........................  95,216.37
Interest, wages and taxes accrued ...................  15,032.38
Reserve for depreciation on plant and
equipment........................................................  984,382.76
6%, 30-year first-mortgage gold bonds dated
July 1, 1928 ....................................................  1,000,000.00
7%  cumulative-preferred stock—$50.00 p a r... 750,000.00
Common stock—Class A—$50.00 par........... 750,000.00
Common stock—Class B—5,000 no-par shares. 250,000.00
Capital and paid-in surplus...............................  315,973.68
Earned surplus ..................................................  57,606.89
$4,389,604.84 $4,389,604.84
In December, 1933 the Board of Directors submitted to the stockholders a 
recapitalization plan which would have as its objectives the following purposes: 
(1) a write-down of the appraisal value of the plant and equipment to present-day 
prices, in order to reduce annual depreciation charges; (2) putting the stock on a 
dividend-paying basis (no dividends have been paid since July 1, 1931, an inden­
ture in the mortgage providing that dividends may be paid only out of net profits 
derived from operations) ; and (3) a reduction of the present capitalization.
A summary of the plan presented to the stockholders was made as follows:
(1) The question of a new 6% cumulative-prior-preferred stock to be exchanged 
share for share for the 7% preferred issue at the option of the present holders, 
the new issue to consist of 15,000 shares at $50.00 par and to be entitled to ac­
cumulative dividends from January 1, 1934, before any dividends may be paid 
on other classes of stock. With each new share of preferred is to be given one 
share of new common stock in full payment of accumulated dividends prior to 
January 1, 1934. Accumulated dividends on the 7% issue retained by stockholders 
are to be paid before dividends are paid to common stock. When exchanged for 
6% preferred, the 7% shares are to be canceled. (2) The authorization of a new 
issue of common stock consisting of 50,000 shares at $20.00 par. The existing 
Class A stock is to be exchanged on a share-for-share basis. The Class B stock 
is to be exchanged on the basis of ½ share of new common stock for each share 
of Class B stock. The shares of Class A and Class B stocks are to be canceled 
when exchanged for the new common stock. (3) A write-down of assets in the 
following amounts:
Plant and equipment........................................................  $960,233.40
Patents, franchises, etc.....................................................  52,219.78
Deferred and other asse ts ..............................................  29,654.65
Reserve for depreciation on plant and equipment........ 412,199.65
Net write-down........................................................  $629,908.18
At April 30, 1934 the above plan was ratified by the necessary majority of 
each class of stockholders.
Immediately (as at April 30) 13,890 shares of the 7% preferred stock were 
exchanged and because of intrafamily holdings 100% of the Class A and Class B
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shares were exchanged.
You are required to set up the necessary journal entries to properly record 
the above plan and exchanges of stock, and to prepare a balance sheet as at April 
30, 1934 after giving effect to your journal entries.
On July 1, 1934 accrued earnings in the form of cash, available for dividends 
were $55,000.00. Compute the amount of dividends that would be available per 
share of common stock and the annual per cent yield to the common stock if the 
same earnings were likewise available at the end of the next following six 
months. There were no further exchanges or sales of capital stock after April 
30, 1934.
S T A T E  S O C I E T Y  N E W S
CALIFORNIA 
The Los Angeles Chapter of the 
California State Society held a dinner 
meeting on the evening of March 18, 1935.
Lewis A. Carman, C.P.A., presented a 
paper on “Cash Budgets,” following which 
there was a round table discussion. Mem­
bers of the Robert Morris Associates were 
invited to attend the meeting and join in 
the discussion. George H. Rudd, C.P.A., 
conducted the discussion of the month’s 
happenings in finance, economics and other 
subjects of interest to the profession.
Los Angeles Chapter mimeographs each 
month for distribution to members a sum­
mary of current literature of interest to 
accountants.
INDIANA 
Members of the Indiana Association of 
Certified Public Accountants were guests 
of the Indianapolis Chapter of the 
N.A.C.A., at a meeting on February 20, 
when Eric A. Camman, C.P.A., national 
president of the N.A.C.A., was guest 
speaker.
MASSACHUSETTS 
A dinner meeting of the Massachusetts 
Society of Certified Public Accountants, 
Inc., was held on Monday evening, March 
25, 1935, at the Hotel Bellevue, Boston.
Everett W. Lord, Dean of the College 
of Business Administration, Boston Uni­
versity, was the speaker and had for his 
subject “Who’s Who and Why.” Members 
of the Board of Registration of Certified 
Public Accountants and those who re­
ceived C.P.A. certificates as the result of 
the November, 1934 examination, were 
special guests at the meeting.
MICHIGAN 
The regular monthly dinner meeting of 
the Michigan Association of Certified Pub­
lic Accountants was held on Thursday 
evening, March 21, at the Hotel Statler, 
Detroit.
William C. Heaton, President of The 
American Society, was guest speaker and 
had for his subject “The Effect of Legis­
lation on Accountancy Practice.” Short 
talks were made by D. W. Springer, Sec­
retary of The American Society, and 
Francis E. Ross, Professor of Accounting, 
University of Michigan, who discussed 
problems of the Automobile Labor Board.
There was recently held at Bucharest a 
celebration of Business Education in 
Roumania, in connection with which two 
anniversaries were commemorated. In 
December of 1864 the first commercial high 
school in that country was organized and 
twenty-five years ago there was established 
the first magazine on bookkeeping and 
business: Revista Generala de Comert sie 
Contabilitate.
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A n n u a l  M e e t i n g  O p e n  F o r u m
The last feature of the Atlantic City 
program was an Open Forum, conducted 
by past-president Henry J. Miller of 
Louisiana, in which an opportunity was 
given to raise any question that had been 
brought out in either the papers presented 
during the meeting or in discussions fol­
lowing them.
The chairman introduced the meeting 
with the following statement:
“I think all of the members present will 
agree with me when I say that at this 
meeting we have had some most interest­
ing and helpful papers and some speakers 
who have stirred up in us quite a number 
of problems that we are called upon, in­
dividually, to interpret and answer. From 
the very first day, from the address of 
your President, Mr. Ellis, on “What 
Next?” and the paper on “Credit Aspects 
of the New Deal,” the discussion which 
Mr. Buchanan led on “Technical Prob­
lems,” the address on the “Most Hazard­
ous of Professions,” by Dr. Klein, “Prob­
lems of Cost as Related to Codes,” and 
“Cooperation Between Bench and Bar and 
the Accountancy Profession,” the discus­
sion on “Accounting Office Administra­
tive Problems,” “Municipal Accounting” 
and this evening, “Income Tax Problems,” 
by the, we might call it, thought-inducing 
address of Colonel Carter, we surely 
should find some things that everyone here 
would like to discuss further.
“Before we start, I cannot help telling 
a little story which came to me as Colonel 
Carter went into that part of his address 
referring to the various divergent certifi­
cates and accountants’ reports and the dis­
similarity of language used therein. This 
was told to me by a special investigator of 
the Income Tax Department, who never­
theless had a little time for humor. He 
said, out on the Coast somewhere, an old 
shipowner, who had reached a pretty ripe 
old age, was complaining about the diffi­
culties of purchasing other ship companies 
and the red tape involved. He said, that, 
when he was a young man, the idea of 
purchasing a company presented no diffi­
culty. You simply looked over the physical
assets, made up your mind you would 
offer a certain sum, made the offer (of 
course, lower than you expected to pay), 
and the man who expected to sell stated an 
amount (of course, higher than he ex­
pected to accept). He said, Nowadays, 
when you come to buy out a company, first 
of all they call in the attorneys and the 
attorneys render a report. We can under­
stand their report but we can’t believe 
them. Then they turn around and call in 
the engineers and the engineers make a 
report. We can believe the engineers but 
we can’t understand their report. And then 
they call in the certified public account­
ants—we can’t understand their report and 
we can’t believe them, either.”
The session was of a type not easily 
reported to those who were not present and 
bad not listened to that which preceded it, 
however, as indicating the variety of points 
raised during the hour, they follow:
(1) How distinguish between condi­
tions under which an audit report should 
be addressed to an official, to a committee, 
to the board or to the company itself.
(2) Is there a difference in the legal 
responsibility of the accountant when he 
addresses his report to either an official, 
a committee, the board or the company?
(3) Is it advantageous to the profession 
as a whole, or otherwise, to exercise initia­
tive in the use of the English language by 
endeavoring to prepare a different phrase­
ology for each report, or would it be bet­
ter to standardize the phraseology into a 
relatively few types?
(4) What success are the clients of the 
profession having in securing Government 
loans for private enterprises?
(5) Would it not be better if programs 
of meetings similar to this were less 
crowded with formal papers and more 
time given to informal discussion?
(6) Can the difficulties underlying com­
petitive bidding be better overcome and a 
better professional practice with reference 
to that subject secured through pro­
nouncements by State boards and/or 
societies or following pronouncements by 
the national professional societies?
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Book Reviews
A  S tu d y  o f  C o r p o r a t io n  S e c u r i t i e s —  
T h e  N atu re  and U se s  in  F inance, b y  A r ­
th ur S ton e D ew in g . P u b lish ed  by R on ald  
P ress  C om pany, N e w  Y o rk  C ity. 427 
pages. P rice , $4.00.
This book is a study of the financial 
structure of the corporation and is con­
cerned primarily with an analysis of the 
various financial instruments corporations 
have issued in response to a particular 
financial need.
Chapter headings are: The Corporation; 
Financial Postulates of the Corporation: 
Its Capital; The Capital Stock of the Cor­
poration; The Attributes and Forms of 
Capital Stock; The Classification of Capi­
tal Stock; The General Characteristics of 
Funded Debt; Secured Obligations of the 
Corporation; Unsecured Obligations of 
the Corporation; Equipment Obligations; 
The Privilege of Conversion; Index.
P r a c t i c a l  B u s in e s s  S t a t i s t i c s ,  by Fred­
erick E. Croxton and Dudley J. Cowden. 
Published by Prentice-Hall, Inc., 70 Fifth 
Avenue, New York. 529 pages. Price, 
$3.50.
This book is designed as an aid in the 
teaching of elementary principles of statis­
tics, emphasis being placed on applica­
tions which are actually being used in busi­
ness or which might profitably be so used 
rather than on mathematical completeness. 
Following the Introduction, chapters dis­
cuss Statistical Data; Statistical Tables; 
Graphic Presentation: Curves; Graphic 
Presentation: The Semi - logarithmic 
Chart; Graphic Presentation: Other Types 
of Charts; Ratios and Percentages; Fre­
quency Distribution; Measures of Central 
Tendency; Dispersion and Skewness; Un­
reliability ; The Normal Curve; The Prob­
lem of Time Series; Analysis of Time Se­
ries ; Periodic Movements; Secular Trend; 
Summary; Construction of Index Num­
bers ; Some Current Indexes; Simple Cor­
relation; Types of Correlation; Forecast­
ing. There are appendices of Selected List 
of Readily Available Sources; Aids to Cal­
culation; Squares, Square Roots, and Re­
ciprocals, 1-1000; Sums of the Squares of
the first 100 Natural Numbers; Sums of 
the Squares of the first 100 Odd Natural 
Numbers; Ordinates of the Normal Prob­
ability Curve; Areas Under the Normal 
Probability Curve; Table of Logarithms; 
Brief Table of Cosines; Flexible Calendar 
of Working Days.
M ic h ig a n  B u s in e s s  S t u d ie s ,  V o l. VI, 
No. 3. T r a d in g  o n  t h e  E q u i t y  b y  I n ­
d u s t r i a l  C o m p a n ie s , by C harles L. Jam i­
son. P u b lish ed  b y  U n iv e r s ity  o f  M ich igan , 
Sch oo l o f  B u sin ess  A d m in istra tion , B u ­
reau o f  B u sin ess R esearch , A n n  A rbor. 
50 pages. P r ice , $1.00.
The question here considered is whether 
borrowed funds are a necessary evil or a 
source of profit to industrial concerns. 
Particular attention is paid to effects of 
borrowing policies on earnings during the 
different periods in the business cycle, and 
the analysis is extended to conclusions re­
garding companies which have been con­
sistent borrowers as compared with those 
which have borrowed intermittently and 
those which have never used borrowed 
funds.
T h e  Federal Municipal D e b t  Adjust­
ment A ct, A Guide for Municipalities, by 
Carl H. Chatters and John S. Rae. Public 
Administration Service No. 41. Prepared 
for the American Municipal Association, 
Municipal Finance Officers’ Association, 
and the United States Conference of 
Mayors. 12 pages. Price, 25c. Order from 
the Service, 850 East 58th Street, Chicago.
This pamphlet is not merely a timely 
explanation of the purposes and provisions 
of the Municipal Debt Adjustment Act, 
but is a guide to indicate when not to use 
it. Contains a digest of the Act as well 
as the text of it in full.
E m p lo y m e n t  a n d  E a r n in g s  o f  H e a d s  
o f  F a m i l ie s  i n  D e n v e r ,  by Professor F. 
L. Carmichael. Business Study No. 74, A 
Civil Works Administration Project Con­
ducted by the Bureau of Business and So­
cial Research of the University of Denver.
This is a study of the effect of the de­
pression upon employment and earnings 
and includes comparison in terms of for­
mal education both for November, 1933, 
and November, 1929.
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Notes
The Accountant, for January 19, official 
organ of the Institute of Chartered Ac­
countants in England and Wales, contains a 
very interesting letter and editorial concern­
ing public auditors. England furnishes 
two types of accounting engagements. 
Corporations registered under the Com­
panies Act select their auditors by vote of 
the stockholders. Societies registered under 
the Industrial and Provident Societies Act 
may only employ auditors listed by the 
Registrar of Friendly Societies. Recently 
a concern, chartered under the Companies 
Act, which had been served by a chartered 
accountant as auditor with satisfaction to 
it as well as to the auditor, decided to 
change its incorporation so as to come 
under the Societies Act. On application to 
the registrar, the accountant was denied 
registration, the theory of the registrar be­
ing that no more auditors should be listed 
than could be regularly employed, the 
registrar seeming to be the determinant 
factor as to who might be considered by 
societies thus organized. The editorial re­
counts the fact that this matter has been 
the subject of sporadic agitation for many 
years. It seems to be an illustration of the 
fact that the profession as represented by 
the chartered accountant societies is handi­
capped by reason of the form of registra­
tion required for at least one type of com­
pany.
New Jersey has had, until recently, the 
C.P.A. Board caring for admissions to the 
professional group of independent prac­
titioners and a State Board furnishing a 
method of admission to governmental ac­
counting practitioners. A year ago that 
matter was adjusted so that the State 
Board of Accountancy now has charge of 
both groups of registrants. Illinois still 
has two boards but on the whole this ap­
pears to be one point at which American 
practice has advanced further than English 
practice.
Two remarkable financial conditions sur­
rounding governmental units should be 
noted. Baltimore, Maryland, closed last 
year with a surplus of over 2¼ million 
dollars. Mayor Jackson reported that no 
necessary governmental function was cur­
tailed but savings were made in every de­
partment, ranging from five cents in one to 
$99,363 in another. No agency of the 
thirty-five supported by tax levy exceeded 
its appropriation. Even the police depart­
ment had a balance of 81c.
The State of Nebraska is on a cash basis 
due to a provision in its constitution which 
prohibits the pledging of the State’s credit 
for more than a hundred thousand dollars, 
since the adoption of which not a dollar’s 
worth of bonds has been issued. In Ne­
braska even the cities and counties, while 
permitted to issue bonds, may only do so 
after the bonds are approved by the voters. 
The erection of the new ten-million dollar 
capital covered a period of twelve years 
but the net cost of these capital improve­
ments is practically half of the cost that 
would have ensued if interest had been 
paid for the usual periods of time for 
which these loans are made.
William M. Duncan, C.P.A., of Nash­
ville, Tennessee, has been appointed 
finance director of the TERA.
Henry M. Thompson, C.P.A., of Los 
Angeles, California, a d d r e s s e d  the 
Eleventh Annual Conference of the Iron, 
Steel and Allied Industries of the 
California State Chamber of Commerce 
during February.
Announcements
International Accountants Society, Inc., 
Division of the Alexander Hamilton In­
stitute, 3411 South Michigan Avenue, Chi­
cago, announce the election of Stephen 
Gilman, C.P.A., as Vice-President and 
Educational Director of International Ac­
countants Society, Inc., as of March 1, 
1935.
Donald P. Fleming, C.P.A., formerly 
of Jesse L. Cramer and Company, an­
nounces the opening of an office under his 
own name in the Chancellor Hotel Build­
ing, Parkersburg, West Virginia.
Announcement is made of the dissolu­
tion of the partnership of Edwards, 
Weber & Co., of Miami, Florida.
Otto F. Weber, C.P.A., will continue
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the practice of accounting at suite 217 
Shoreland Building, Miami, Florida.
Preston D. Orem, C.P.A., announces 
the opening of an office at 1200 Title Guar­
antee Building, Los Angeles, California, 
where he will specialize in accounting for 
the petroleum industry and Federal and 
State tax matters.
Arthur Wolff & Company, Certified 
Public Accountants, announce the admis­
sion to membership in the firm of Nathan 
Schwartz, C.P.A., and the removal of their 
offices to 314-15-16 Insurance Exchange 
Building, 318 West 9th Street, Los An­
geles, California.
John F. Forbes & Company, Certified 
Public Accountants, Crocker Building, San 
Francisco, California, announce the admis­
sion to partnership of Geo. A. Bangle, 
C.P.A., and Scott H. Dunham, C.P.A.
W ashington
H eadquarters
Bankers, Lawyers, Tax Experts, and Busi­
ness Leaders recognize the convenient 
location of this modern hotel. Its dis­
tinctive charm and personalized service 
will appeal to you. Rates are moderate. 
Excellent meals. Dining Room.
T H E  H A Y - A D A M S  H O U S E
LAFAYETTE PARK AT SIXTEENTH 
NATHAN SINROD, M GR. 
WASHINGTON, D. C.
A c c o u n ta n ts
HERE IS A 4-COLOR PENCIL 
THAT WAS MADE FOR YOU...
N O R M A
S e n s a t i o n a l
4 C O L O R - I N S T A N T  
SHIFT PENCIL . . .
N orm a ta k e s  the place of 4 o rd inary  
colored pencils, sh if ts  instan tly  from  one 
color to  the o th e r  with a flick of the thumb 
on the w riting  hand. No delay in your work. 
W rites w ith a  thin, stro n g , deeply colored 
lead—in blue, black, red , green . Beautifully 
and stu rd ily  built, m echanically p e rfe c t, 
absolutely and unconditionally guaran teed  
against m echanical defec ts .
Four colors—red, green, blue, black. 
Shifts with trigger speed with a 
flick of the finger on the writing 
hand.
Leads are of standard thickness, 
procurable anywhere.
Beautiful, sturdy, well balanced bar­
rel.
Guaranteed against mechanical de­
fec ts .
Try NORMA for 10  Days
Use Norma for 10 days. Put Norma through all the 
paces—give It your hardest tests. If Norma doesn't 
come through with perfect service, if you don’t agree 
tha t Norma is not merely amazing in its wri tab ility 
IE  and performance but actually invaluable on the job, 
send the pencil back and we will refund your money.
Silni— handsome, silverlike finish........ $3.50
Rolled Gold plate...................................... 5.00
Sterling s ilve r...........................................  8.50
I4K Gold Filled........................................ 12.00
4 COLORS IN ONE PENCIL 
4 PENCILS IN ONE . . .
I f  your dealer cannot supply you, mail coupon today
Norma Pencil Corp., Dept. 14 
150 Broadway, New York City
Please send me Norma for 10 days free trial. Enclosed
is my money order f o r .......... to be returned promptly if
I am not satisfied.
Name .........................................................................................
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F isher A ccounting  M achine is 
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An Underwood Elliott Fisher Accounting 
Machine always fits the requirements o f the 
jo b .. .  it is never necessary to fit the job to the 
machine. The reason is that Underwood Elliott 
Fisher makes three distinct types o f machines 
with a wide variety o f models in each.
Whether you have a machine accounting prob­
lem or not. . .  whether you are interested in ma­
chine accounting or not. . .  you are invited to 
inspect the complete Underwood Elliott Fisher 
line, if  for no other reason than that o f keeping 
yourself informed on the latest machine account­
ing developments.
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Underwood Elliott Fisher maintains a library o f 
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Upon request, we will gladly mail our booklet, “How 
to Learn Accounting,” to anyone who is interested in 
obtaining full information regarding I.A.S. train­
ing. Address the International Accountants Society 
Inc., 3411 South Michigan Avenue, Chicago, Illinois.
International 
A ccountants S ociety, I nc.
A Division of the 
ALEXANDER HAMILTON INSTITUTE
AN outstanding feature of the 
course in Accounting offered 
by the International Accountants 
Society, Inc., is the Resident Final 
Examination, which each student 
must pass before his diploma of 
graduation is issued.
The Resident Pinal Examination 
Plan was inaugurated in April, 
1925, and every student enrolled for 
the ninety-lesson I. A. S. Course 
since that time is required, after 
finishing the work on his course, to 
take an examination held under the 
personal supervision of a Certified 
Public Accountant (or, if a C. P. A. 
is not available, an Attorney at 
Law) either in the student’s home 
city or in an adjacent city.
Just prior to the date of examina­
tion, the necessary examination 
questions and all blank forms for 
the candidate’s working sheets, 
schedules, statements, and other 
papers required for the solutions, 
are mailed to the supervising 
C. P. A., as a confidential communi­
cation between himself and the
I. A. S.
The examination material is 
handed to the student at the begin­
ning of the examination period. It 
is the supervisor’s obligation to be 
certain that the student completes 
the examination without having 
access to textbooks, notes, or any 
outside help.
When the examination is finished, 
the papers are turned over to the 
supervisor who forwards them to 
the International Accountants So­
ciety, Inc., in Chicago, where final 
judgment as to the student’s eligi­
bility for a diploma is made by the 
Active Faculty.
The same examination is never 
given the second time in the same 
city.
The Resident Final Examination 
Plan assures prospective employers 
that I. A. S. graduates possess a 
thorough, tested knowledge of Ac­
counting.
W H EN  AN S W ER IN G  AD V E R T IS E M E N T S  M EN TIO N  TH E  C E R T IF IE D  P U B L IC ACCOUN TAN T
1935 THE CERTIFIED PUBLIC ACCOUNTANT 257
T h e  A m er ic a n  S ociety
OF
C ertified  P u b l ic  A c c o u n ta n t s
O r g a n i z e d  D e c e m b e r  12, 1921
W il l ia m  C. H e a t o n , President O rion  N. H u t c h in s o n , Vice-Pres.
207 Broad St., Elizabeth, N. J. Johnston Bldg., Charlotte, N. C.
W il l ia m  D. M o rriso n , Vice-Pres. W a lter  D. W a l l , Treasurer
First National Bank Bldg., Denver, 44 West Gay St., Columbus, Ohio 
Colo.
D u r a n d  W. S pr in g e r , Secretary 
National Press Building, Washington, D . C.
EXECUTIVE COMMITTEE 
W il l ia m  C. H ea to n  G eorge P. E ll is
W il l ia m  D. M o rrison  7 So. D earborn  S t., Chicago, Ill.
D u r a n d  W. S pr in g e r  H e r m a n  C. J. P e isc h
Baker Bldg., Minneapolis, Minn.
ETHICS
Many books have been written, magazine articles published and resolutions 
adopted concerning the general subject of “ethics.” Many professional organiza­
tions have indulged in long discussions as to what were considered good profes­
sional ethics, and yet, after all has been said and done, nothing better has ever been 
produced than the short formula usually known as the “Golden Rule,” namely, 
“Do unto others as you would that others should do unto you.”
Add to that statement as many high-sounding phrases as you may choose, 
embellished with the best examples of the finest “English” possible, and you have 
not in one iota added anything in either knowledge, information, or strength of 
statement. Just now it would be well for all Certified Public Accountants, whether 
members of state societies or national societies, to bear in mind that we are passing 
through a crisis in accountancy and that if each adopts the “Golden Rule” as his 
ethical standard, he need not fear that any of his actions will be criticized when 
measured by any or all codes which have ever been promulgated.
(From T h e  Cer t ifie d  P u b l ic  A c c o u n t a n t , Vol. 1, No. 3, March, 1922)
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The President’s Page 
E v o l u t i o n  o r  R e v o l u t i o n
By W i l l i a m  C. H e a t o n ,  C.P.A.
THERE can be no progress without change. It should never be for­gotten, however, that not all change represents progress. When 
changes are made rapidly and are great in extent and/or radical in char­
acter, they are properly described as revolutionary. When more slowly 
made, even though as great in extent and/or as radical in character, they 
are spoken of as evolutionary.
It is highly desirable that the evolutionary path should be followed in 
human affairs, primarily because that way is more likely to present con­
sidered thought and greater wisdom. No less important is the fact that 
adjustments in human relationships are accomplished with less difficulty 
and attended with less injustice and suffering, when they are made slowly, 
step by step. It is, therefore, well that there are conservatives to curb 
radicalism from accomplishing needed reforms too rapidly and that there 
are progressives to disturb the too easy possession of so-called vested 
rights so tenaciously fought for by ultra-conservatives.
All too often throughout the centuries it has happened that obstruc­
tionists, rationalizing their wishes into reasons, have dammed up the 
waters of progress until the floods have descended bringing suffering and 
destruction upon all. The Bourbons of France in the nineteenth century, 
indifferent to the demands of their subjects for justice, resisted saying, 
“After us the deluge,” and revolution followed. The dynasty fell, dicta­
tors ruled ruthlessly in rapid succession. A republic followed, itself suc­
ceeded by monarchy, until now the third republic exists. Similarly in 
England where the king reigns and representatives of the people rule. In 
Germany, the Emperor was succeeded by a republic and now a dictator 
controls.
In matters political and social, all too often changes are revolutionary 
rather than evolutionary. What about matters professional? Are the laws 
regulating the profession, the organizations representing them, meeting
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changed conditions adequately? If not, are the ultra-conservatives oppos­
ing needed reforms to meet changing conditions, so successfully that 
unwise revolutionary changes will inevitably come? Are ultra-radicals 
demanding such changes that fundamentally sound principles will be 
abandoned?
In our own profession of accountancy, let us hope the conservatives and 
the progressives will exercise their useful influences, let us fervently hope 
the ultra-conservatives and the ultra-radicals, the extremists, will be held 
in sufficient check to permit a sound evolutionary development of the 
laws, the organizations and the practices which affect us.
S e m i - A n n u a l  B o a r d  M e e t i n g
The spring meeting of the Board of Di­
rectors was held in the National Press 
Club, Washington, D. C., Monday and 
Tuesday, April 29 and 30.
In attendance were: President Heaton, 
Vice-Presidents Morrison and Hutchin­
son, Secretary Springer, Treasurer Wall, 
Directors Crowley, Loeb, Conlin, Coe, 
Jennings, Madden, Jay, Carter, Peisch, 
Redeker, Fitzkee and Racine; Members 
of the Advisory Committee, Chairman El­
lis, Upleger and Main. Messrs. McGlad­
rey and Ream of Iowa, and Olive of In­
diana were present at different times dur­
ing the meeting.
Baldwin B. Bane, Executive Director of 
the Securities and Exchange Commission, 
and Dr. W. W. Cook, Chairman of the 
Committee on Enrollment and Disbarment 
of the Treasury Department, took lunch­
eon with the Board on Tuesday and 
answered questions put to them by the 
Board members. William P. MacCracken, 
Secretary of the American Bar Associa­
tion, made us a short visit Tuesday after­
noon.
The Monday morning session was de­
voted to the presentation and discussion 
of a report by Director Peisch following 
a study which he had made of the organi­
zation of the various State and national 
accountancy organization memberships.
The Secretary was directed to extend 
the sympathy of the Board to two past- 
presidents who were temporarily confined 
to the hospital, Messrs. Dunn in New 
York, and Tanner in Cincinnati.
The Board authorized the issuance of 
an inquiry to certificate holders in states 
with regulatory laws for the purpose of 
obtaining information as to the effect which 
such laws had had on the profession.
At the afternoon session a report was 
received from past-president Hughes, 
Chairman of the Committee on One Na­
tional Organization, following which the 
Board voted to continue the Committee.
The Board organized, by electing Vice- 
President William D. Morrison as Chair­
man, for the purpose of hearing a com­
plaint which had been filed against one of 
the members involving a report which he 
had prepared containing errors which in­
validated the stated present worth of the 
concern. At the conclusion of the hearing, 
the Board, by ballot, found the member 
guilty of a violation of the precepts of pro­
fessional conduct of The American So­
ciety. A second ballot resulted in a vote 
of expulsion.
Tuesday morning, the first item con­
cerned the annual meeting to be held at 
Kansas City in October. The Board had 
before it the minutes of the meetings of 
State Society officials held at Atlantic 
City and also the minutes of the informal 
round-table held at Atlantic City at the 
close of the last session. After discussing 
the suggestions therein contained it reached 
some general decisions which were referred 
to the Committee on Annual Meeting.
Frank Wilbur Main presented a report 
from the Committee on Society Founda­
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tion established at the Atlantic City meet­
ing. The Board directed that a letter, as 
suggested by the Committee, be sent out 
to all certified public accountants with an 
enclosure of the monograph “An Abbre­
viated Story of a Successful Coordinating 
Professional Association.”
The afternoon and evening sessions 
were given over to the consideration of 
various questions relating to proposed leg­
islation now before Congress, suggested 
changes in administrative policies of the 
Society, and arriving at an official answer 
to questions submitted to it.
The Board went on record as opposed 
to the principle of the Guffey Coal Bill 
which would enact into law a provision 
that an allowance for depreciation or de­
pletion must not be taken into considera­
tion, although it recognized the propriety 
of a law granting to a governmental body 
the right to pass upon what would be a 
proper allowance for such items.
It also opposed that feature in the 
Wheeler-Rayburn Bill which would seem­
ingly preclude the possibility of persons 
in any line of professional endeavor from 
negotiating in any way for the sale of 
their services to corporations engaged in 
selling or distributing electric energy.
It officially endorsed the principles in­
volved in Senate Bill No. 1, the purpose 
of which is to require all governmental 
agencies to arrange a cost record system 
including a computation of all costs re­
quired by Government competitors.
It directed the Secretary to continue 
contacting the Secretary of State for the 
purpose of endeavoring to arrive at a sat­
isfactory agreement with Canada for the 
freer passage of certified public account­
ants and chartered accountants across the 
international border line.
In answer to a request from the Com­
mittee on Enrollment and Disbarment, it 
expressed the opinion that the distribution 
of material, either mimeographed or 
printed, by practitioners, either individual 
or firm, should be confined to clients. Such 
documents should include information of 
an educational rather than of an advertis­
ing value. Announcements by State So­
cieties or Chapters, in which the personal
element is not the factor, has an educa­
tional value to the profession as a whole.
Two suggestions which had come to the 
Board relating to possible changes that 
might be made in the election machinery 
of The Society were considered, and the 
relative merits of individual membership 
as against Society membership were dis­
cussed without an attempt at reaching any 
decision.
The Board reaffirmed its opinion that 
any type of lump-sum bidding was provo­
cative of more loss than gain to the pro­
fession.
The previous policy of the Board with 
regard to the extension of periods in 
which dues might be paid was continued, 
with the Secretary authorized to indicate 
to the members who were in arrears that 
the Board felt that a general change in the 
business world had begun which would 
not make it necessary or advisable after 
this year to still longer continue the ex­
tensions which have been granted during 
the period of depression.
A request for the use of the service of 
examination questions by a body other 
than a State C.P.A. board was denied.
The Accountants Club
The annual meeting of The Account­
ants Club of America, Inc., took place 
in the Hotel New Yorker, New York City, 
on Monday evening, April 15, 1935.
At a meeting of the Board of Governors 
during the evening the following officers 
were re-elected for the ensuing year: 
President, Victor H. Stempf ; Vice-Presi­
dent, Samuel D. Leidesdorf; Vice-Presi­
dent, Joseph L. Morris; Secretary, Frank 
Flynn ; Assistant Secretary. Frederick J. 
Haller; Treasurer, Cecil D. Giles; As­
sistant Treasurer, Ira A. Schur. Members 
of the Board of Governors elected to serve 
until 1938, were: Messrs. James F. 
Behan, William R. Donaldson, Cecil D. 
Giles, J. Arthur Marvin, Joseph L. Mor­
ris, John F. D. Rohrbach, Prior Sinclair, 
Victor H. Stempf and Frederick W. 
Wulfing.
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D e p r e c i a t i o n  a n d  O b s o l e s c e n c e  
C h a r g e s  i n  t h e  C h e m i c a l  I n d u s t r y ;  
H o w  A f f e c t e d  b y  t h e  “ N e w  D e a l ”  *
by D r . J o seph  J. K l e in , C.P.A., New York City
HOW, to what extent, and in which directions has the “New Deal” influ­
enced or affected depreciation and obso­
lescence in the chemical and allied indus­
tries? Those are the questions which, by 
invitation of your Program Committee, 
I propose to examine with you on this 
afternoon of the fourth day of your ter­
centenary celebration—a unique occasion, 
by the way, in the industrial history of 
the nation, on which I extend to all of 
you sincere felicitations, and in the celebra­
tion of which I am happy to play even an 
insignificant part.
To keep our discussion within available 
time, it becomes necessary to stake out 
the boundaries beyond which we must not 
stray. This may best be done by defining 
the major terms in our undertaking.
“New Deal,” as we shall employ the 
expression in this paper, connotes that 
body of legislation and executive orders 
which is popularly associated with the pro­
gram of President Roosevelt, but which, 
in reality, at least in the strictly economic 
field, and its genesis in the preceding Ad­
ministration. In general, the “New Deal,” 
in our presently limited sense, means the 
attempt to substitute a planned economy, 
founded on knowledge and research in 
the physical and social sciences, for the 
laissez faire and the muddled and hap­
hazard strivings of past generations. The 
shortcomings of the attempt, due to many 
complicated factors, some inherent in hu­
man nature itself, should not be charged 
to the Administration. The terrible mess 
which it inherited, and for which only 
blind partisans would blame the immediate 
predecessor Administration rather than
*Address at the 89th Semi-Annual Meeting 
of the American Chemical Society, in recog­
nition of the Chemical Industries Tercentenary, 
New York City, April 25, 1935.
homo sapiens, was in the making since 
long before the Great War. If the present 
Administration is at all censurable, let it 
be said in passing that blame is due pri­
marily to failure to appreciate that it was 
undertaking an impossible program in 
point of time. I wonder whether the Presi­
dent does not sometimes, as he ponders the 
scene and the burdens which are his, think 
of himself as a modern Atlas, or whether 
he ever recalls to mind Tantalus and the 
ever elusive water which he stooped to 
drink, or in darker moments Sisyphus and 
his endless and futile task of rolling the 
huge rock up the steep hill in Hades only 
to have it continually roll back again.
“Depreciation” is the physical wear and 
tear of productive equipment due to use, 
analogous to “depletion” in the field of 
natural resources. “Obsolescence,” while 
related to depreciation, is to be differen­
tiated from it chiefly because the former 
factor is associated with decreased value 
due not to physical exhaustion or destruc­
tion but rather to comparative disutility 
due to improvements in the arts which 
produce a competitively more economic 
device or to changes in demand for a given 
product. In this paper, when reference 
is made to annual or other charges for 
depreciation, following the pattern which 
prevails in Federal revenue legislation and 
administration, there is meant the charge 
for decreased value of capital assets due 
to wear and tear because of use as well 
as because of the ravages of obsolescence.
We now understand each other when I 
say that I shall deal with the direct and 
indirect relationship of the “New Deal” 
to depreciation in the chemical and allied 
industries.
I have selected four topics to illustrate 
the direct influence or effect of the “New
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Deal” on the members of your industry: 
I. The changed Congressional attitude 
toward depreciation.
II. The Treasury Department’s changed 
attitude toward depreciation.
III. Importance of the allowance for de­
preciation.
IV. Industry’s reaction to these legislative 
and administrative changes.
There are also indirect effects of the 
“New Deal” to which reference must be 
made. These I shall discuss in the con­
cluding section of my paper.
I. The Changed Congressional Attitude 
Toward Depreciation 
For many years, in fact ever since the 
enactment of the first of the present series 
of revenue acts, Congress has been content 
to permit taxpayers to deduct from gross 
income, in the determination of net income 
subject to tax,
“a reasonable allowance for the exhaus­
tion, wear and tear of property used in 
the trade or business, including a rea­
sonable allowance for obsolescence.” 
This provision which, without material 
change has appeared in all of the revenue 
acts, has been literally construed and ap­
plied by the Revenue Bureau, as we shall 
soon see. The consistent reenactment of 
the depreciation section in successive tax­
ing acts indicates, both practically and 
legally, Congressional approval.
Recently, in preliminary studies by a 
subcommittee of the Ways and Means 
Committee of the House of Representa­
tives in preparation for the drafting of 
the Revenue Act of 1934, a startling inno­
vation was formally proposed. I refer to 
the subcommittee’s report, dated Decem­
ber 4, 1933, which dealt primarily with 
methods of preventing avoidance and eva­
sion of Internal Revenue laws. I do not 
wish to be understood as criticizing the 
work of the subcommittee, because, on the 
whole, it did a splendid job. I feel, how­
ever, that it was fundamentally wrong to 
treat as of the same hue allowances for 
depreciation and such matters as sham 
sales, technical reorganizations, and similar 
tax avoidance devices. The Committee 
recommended for a three-year period a 
25% reduction of the allowance for de­
preciation, which meant, presumably, an 
allowance as a deduction of only 75% of
the actual amount of depreciation suffered. 
The recommendation presumably was 
based on expediency: depreciation con­
stituted so large a factor in the determina­
tion of taxable income that reduction in 
the allowance, whether equitable or not, 
would result in a very substantial increase 
in revenue. The extent of the relationship 
of depreciation to income and other ele­
ments of income will be discussed later. 
Possibly as solace to its conscientious 
qualm, the Committee pointed out that no 
great wrong was associated with its rec­
ommendation, because depreciation was 
merely a matter of bookkeeping and un­
like repairs and similar expenses in that 
it represented no cash outgo. No extended 
reference is required in this presence to 
indicate the fallacy of the proposition. 
While it is true that annual depreciation 
charges do not represent current outgo, 
they do represent disbursements made 
some time before, unless, indeed, acquisi­
tion was made on an installment basis. 
The subcommittee estimated that its pro­
posal would result in an increase of rev­
enue of about $85,000,000 for each of the 
three years to which its proposal applied.
Let us examine the practical significance 
of the subcommittee’s recommendation.
Since 1932, the corporate income tax 
rate has been 13¾%. Increased corporate 
taxes of $85,000,000 would mean a dis­
allowance of $618,000,000 in depreciation. 
For 1932, the aggregate depreciation de­
ductions for all industries and for the 
chemical industry were as follows:
Chemical 
All and allied
Returns re­
p o r t i n g  
taxable in­
come . . . .  $1,198,512,000 $146,919,000 
Returns re­
p o r t i n g  
no taxable
income ...  2,425,203,000 269,468,000
$3,623,715,000 $416,387,000
If the additional $85,000,000 was to be 
raised from the profitable corporations 
only, during 1932 these corporations 
would have had their aggregate deprecia­
tion deductions of $1,198,512,000 reduced
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by $618,000,000, or 51%. However, re­
duced depreciation charges would un­
doubtedly result in transferring “losing” 
corporations into “profitable” units, so 
that the effective reduction would be less 
than 50%. It appears conservative to esti­
mate at 40% the minimum average reduc­
tion in order to yield the desired increase. 
On this basis, the corporations in the 
chemical and allied industry would have 
been allowed, if the reduction had been 
effective for 1932, and so far as taxpaying 
units are concerned, only $88,000,000 for 
depreciation instead of $147,000,000, and 
increased income taxes would have 
amounted to about $8,100,000. Moreover, 
some of the corporations in the non-tax- 
paying group would be transferred to the 
taxable sector.
The reasons why the Ways and Means 
Committee refused to adopt its subcom­
mittee’s suggestions with respect to de­
preciation will be discussed in the second 
section of this paper. Before proceeding 
to that division of the paper, we must 
consider another related phase of changed 
legislative attitude toward write-offs asso­
ciated with physical equipment.
Until 1934, when machinery, plant and 
similar business equipment was abandoned 
or sold, the excess of residual cost (cost 
less allowable depreciation) over proceeds 
of sale or salvage, constituted a deductible 
loss. By a change in the Revenue Act of 
1934 (Sec. 117(d)), the loss is still allow­
able when equipment is actually abandoned 
or destroyed, but only to a negligible ex­
tent when a sale is made. To illustrate: 
Let us consider equipment which was 
bought some years ago for $100,000 and 
with respect to which the allowable de­
preciation to date amounted to $45,000, 
so that the residual book value was $55,­
000. If this equipment were now sold 
for $5,000, the resulting capital loss of 
$50,000 could be deducted only from 
capital gains (non-existent in practically 
all situations) except to the extent of 
$2,000, an amount which represents the 
maximum capital net loss which is de­
ductible in any tax year. If, however, 
the property were absolutely abandoned 
as useless, or if it were destroyed, say, 
by a gang of workmen wielding sledge­
hammers, the entire loss would be de­
ductible.
This curious result was achieved, unin­
tentionally so far as most Congressmen 
were concerned, by the statutory provision 
which was aimed at limiting to $2,000 net 
losses from transactions in the stock mar­
ket. It may serve a useful purpose to in­
dicate the tax differential in the assumed 
case if abandonment or destruction were 
decided upon rather than a sale.
Abandonment or destruction:
Depreciated c o s t.................  $55,000.00
Deductible loss on total de­
struction ........................... $55,000.00
Tax reduction at 13¾%. . . $ 7,562.50
Sale:
Depreciated co s t.................  $55,000.00
Selling price .......................  5,000.00
Loss on sale.................  $50,000.00
Loss deductible on tax re­
turn limited to .................  $ 2,000.00
Tax reduction at 13¾%.. . $ 275.00
Summary:
Selling price .......................  $ 5,000.00
Tax reduction due to sale. . 275.00
T o ta l............................. $ 5,275.00
Tax reduction due to aban­
donment or destruction. . 7,562.50
Differential .................  $ 2,287.50
We are now ready to consider how the 
Treasury responded to the changed legis­
lative attitude with which we have been 
dealing. This is done in the second section 
of the paper to which we now proceed.
II. The Treasury Department’s Changed 
Attitude Toward Depreciation 
In the attempt to sketch the attitude of 
the Revenue Bureau toward the allowance 
for depreciation, we deal with a policy 
which extends back two and a half dec­
ades. There is danger that the brief sum­
mary to which we are necessarily here 
restricted may unintentionally fall short 
of exactness. Nevertheless, as a practi­
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tioner who has had fair opportunity to 
ascertain the official viewpoint throughout 
the years, and who has sympathized with 
the problems of the Commissioner and his 
associates and assistants, I feel reasonably 
able to approach the task of fair summar­
ization. In my opinion, revenue adminis­
trators have sought to determine fair de­
preciation rates applicable to varying cir­
cumstances and situations; opportunity for 
adjustments due to unforeseen factors or 
human error was wisely provided; proof 
of the reasonableness of claimed rates of 
depreciation was required; and, possibly 
most important, consistency in treatment 
was recognized as of greater importance 
than theoretically perfect formulae.
Now, let us see how the Treasury De­
partment reacted to the subcommittee’s 
suggestion that, for the years 1934, 1935 
and 1936, only 75% of the amount of de­
preciation actually sustained should be al­
lowed as a deduction. All familiar with 
the situation will unite in applauding the 
opposition voiced by the Treasury to the 
proposal that the depreciation allowance 
should be arbitrarily decreased for three 
years.
Those most intimately acquainted with 
the administration of the Bureau of In­
ternal Revenue during the past two dec­
ades know that what may be called the 
official depreciation policy was the result 
of growth and development predicated on 
the knowledge and experience of techni­
cians, engineers and accountants. For 
many years the Treasury Department per­
mitted depreciation rates to be based upon 
the taxpayer’s experience, always, how­
ever, subject to proper official review, ex­
amination, and proof. As late as 1931 the 
Bureau of Internal Revenue issued a pre­
liminary report on depreciation studies 
wherein reasonable depreciation rates were 
promulgated not as fixed and binding but 
as guides to industry. The depreciation 
rates shown in these studies represented 
official research over a period of five years 
in cooperation with trade associations and 
corporate taxpayers and were based on de­
preciation experience covering a range of 
years beginning prior to the adoption of 
the Sixteenth Amendment, which made 
possible the present series of Federal in­
come taxes. These studies by the Bureau,
as well as its administrative experience, 
clearly demonstrated that consistency in 
the determination of rates and in their ap­
plication was more important than an at­
tempt, year by year, to attain scientifically 
exact depreciation rates,—a consummation 
never devoutly wished, probably in prac­
tice unattainable, and, at any rate, costly 
beyond any hope of practicable justifica­
tion.
While two statements, to which I am 
about to allude, helped to induce the Ways 
and Means Committee to reject its sub­
committee’s proposal, it is regrettable that 
they carried with them implied criticism 
of predecessor administrators and of many 
splendidly equipped and conscientious 
technicians who are still with the Bureau. 
One of these official pronouncements was 
that the Department intended to inaugurate
“more effective means of administering
the depreciation provisions” 
of the Revenue Act, primarily by shifting 
to the taxpayer the burden of proving the 
correctness of his deductions. The other 
was that administrative changes would re­
sult in increased tax yield in an amount 
equal to that intended to be raised by the 
recommendations of the subcommittee.
So much for that. As to increased rev­
enue from changed administrative prac­
tice, conservative judgment dictates the 
utter improbability that fair depreciation 
policy changes would possibly make an 
annual difference under existing rates and 
at the present corporate income level of 
$85,000,000.
I have already shown how industry in 
general and your own group specifically 
would be affected by the proposed changes 
which, while not enacted into law, have 
been incorporated as express Bureau pol­
icy. It remains, in this division of our 
subject, very briefly to indicate how the 
Treasury has set about to collect the addi­
tional revenue.
First, under date of February 28, 1934, 
Treasury Decision 4422 was promulgated 
and soon thereafter, on April 4, 1934, 
Mimeograph 4170. Much has been writ­
ten about these Treasury promulgations 
and their application to the various classes 
of taxpayers. While I am sorely tempted 
to discuss them at length, I must be con­
tent with the briefest of summarizations.
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Treasury Decision 4422 amended the Ar­
ticles of the Regulations which dealt with 
the method of computing depreciation al­
lowance, and Mimeograph 4170 set forth 
in great detail the extent, scope, and man­
ner of presenting information in support 
of depreciation deductions taken by tax­
payers.
We are principally concerned with the 
application of Mimeograph 4170, because 
in this release is found exactly how the 
new depreciation policy is to be executed 
and enforced. The purpose of the amend­
ment to the regulations, made, incidentally, 
before the enactment of the 1934 Act, was 
threefold: (1) to place the burden of pre­
paring and furnishing detailed deprecia­
tion schedules on the taxpayer; (2) to ap­
ply effectively the limitation of the annual 
allowance for depreciation so as to recover 
the balance of the tax basis during the re­
maining useful life of the asset; and (3) 
to shift from the Bureau to the taxpayer 
the burden of establishing the correctness 
of claimed depreciation. In a subsequent 
office decision (I.T. 2838, December 24, 
1934), the Bureau announced that it 
wished to administer the changed provi­
sions with a minimum of expense and ef­
fort on the part of taxpayers, to which end 
no additional data would be required from
(a) taxpayers who reported net losses,
(b) from those whose returns clearly in­
dicated that only reasonable amounts of 
depreciation had been taken, and (c) from 
those whose returns showed that deprecia­
tion was only a very minor tax factor.
The most burdensome task associated 
with Mimeograph 4170 is the preparation 
of the Depreciation Schedule. A separate 
schedule is required for each account or 
group of depreciable assets having ap­
proximately similar average useful lives.
The heading of the schedule is as fol­
lows :
“ D epr ec ia tio n  S c h e d u l e  S uggested by
B u r e a u  of I n t e r n a l  R e v e n u e  to 
S u persede  S c h e d u l e  O r ig in a l l y  
A c c o m p a n y in g  M i m . 4170
Name and Address of Taxpayer.............
..................................... Rate.....................
Account.....................  Original Estimated
Useful L ife .....................................years.”
The column captions are:
1. Year acquired.
2. Original cost and subsequent addi­
tions by years, including current 
year.
3. Deductions for sales and other dis­
positions in prior years.
4. Adjusted cost beginning of year 
(Col. 2 less Col. 3).
5. Credits to depreciation reserve, prior 
years (depreciation allowed or al­
lowable).
6. Charges to depreciation reserve, pri­
or years (charges for other than re­
tirements or sales to be fully ex­
plained) .
7. Depreciation reserve beginning of 
year.
8. Balance remaining beginning of 
year (Col. 4 less Col. 7).
9. Estimated remaining life.
10. Deductions for sales and other dis­
positions, current year.
11. Adjusted cost end of current year 
(Col. 4 less Col. 10).
12. Depreciation claimed for current 
year.
13. Charges to depreciation reserve, 
current year. (See note Col. 6).
14. Net depreciation reserve end of cur­
rent year. Explanatory footnotes 
are as follows:
Col. 2. Do all costs reported in Column
2 represent actual cash expenditures 
by the taxpayer? To be certified to 
on the schedule.
If any of the amounts do not rep­
resent cash expenditures by the tax­
payer, a supplemental statement 
should be prepared indicating the 
amount thereof, how it was deter­
mined with the description of the 
character and condition of the assets, 
and the basis used in allocating the 
amounts to asset accounts.
Col. 3-5-6-10-12-13. Where the manner 
of accounting would require, show 
opposite the year installed, all retire­
ments and reserve entries.
Col. 8. Show cost remaining to be re­
covered of assets remaining in use at 
beginning of year. Depreciation al­
lowable for subsequent years is lim­
ited to amounts necessary to recover 
remaining cost during remaining ser­
viceable life. If cost remaining to be 
recovered is no greater than salvage
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value, no further depreciation is al­
lowable.
Col. 9. Show basis in separate statement 
as to how determined.
After the complete information re­
quired by this schedule has once been 
filed, schedules for subsequent years 
may omit Columns 3-5 and 6, and 
Column 2, except for current year 
additions.
In the case of those corporations 
for which the asset and depreciation 
reserve accounts have been kept in a 
cumulative or composite manner (such 
as public utility companies) the infor­
mation required will be limited to the 
data called for in Cols. 1, 2, 3, 5, 6,
11 and 14, together with a separate 
statement giving the information 
called for in Col. 9.* Succeeding 
years’ schedules will be extensions for 
the current year of the columns al­
ready submitted.
In every case, the figures indicated 
on this schedule must be reconciled 
with the taxpayer’s books.
The schedule is intended to supply com­
plete information regarding:
(1) The cost or other basis of assets 
for which depreciation is claimed.
(2) The age, condition, and remaining 
useful life of the assets.
(3) The portion of the cost or other 
basis already recovered through de­
preciation allowances for prior 
years.
(4) Any other data necessary to estab­
lish the correct deduction.
The requirement of Mim. 4170, relating 
to retirement of assets, deserves special 
attention. It is as follows:
“Retirement of Assets 
Where an account contains more than 
one item it will be presumed that the 
rate of depreciation is based upon the 
average lives of such assets. Losses 
claimed on the normal retirement of 
assets in such an account are not allow­
able, inasmuch as the use of an average 
rate contemplates the normal retirement 
of assets both before and after the aver­
age life has been reached and there is,
*Current year entries to he included in Cols.
therefore, no possibility of ascertaining 
any actual loss under such circumstances 
until all assets contained in the account 
have been retired. In order to account 
properly for such retirements the entire 
cost of assets retired, adjusted for sal­
vage, will be charged to the depreciation 
reserve account, which will enable the 
full cost or other basis of the property 
to be recovered. Where the taxpayer by 
clear and convincing evidence shows 
that assets are disposed of before the ex­
piration of the normal expected life 
thereof, as, for example, because of cas­
ualty, obsolescence other than normal, 
or sale, losses on the retirement of such 
assets may be allowed, but only where 
it is clearly evident that such disposition 
was not contemplated in the rate of de­
preciation. In single item accounts or 
in classified accounts where it is the con­
sistent practice of the taxpayer to base 
the rate of depreciation on the expected 
life of the longest-lived asset contained 
in the account, the loss upon the retire­
ment of an asset is allowable.”
In the application of the foregoing pro­
vision many practical difficulties arise, but 
only one will be mentioned. If an asset is 
scrapped and the resulting book loss is 
charged against depreciation reserve ac­
count, some means must be found to pro­
tect the taxpayer against a possible later 
procedural change which would deny, 
contra to the provision quoted, deprecia­
tion on assets no longer in use.
The requirements of T. D. 4422 and of 
the Depreciation Schedule are fair. It is 
the interpretation of the instructions by 
Bureau employees which creates resent­
ment. Many taxpayers are beginning to 
believe that the objective of revenue agents 
is so to apply the changed depreciation 
regulations as to reduce the annual allow­
ance by 25%.
III. Importance of the Allowance for 
Depreciation
Now let us see how important have 
been and still are the factors of deprecia­
tion and depletion. For this purpose I 
have prepared selected ratios between de­
preciation charges and various accounting 
and fiscal elements for a number of years
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on the basis of certain published figures, 
but in submitting this material it is neces­
sary to point out that the basic data have 
not been checked independently by me.
PERCENT OF DEPRECIATION TO VARIOUS OTHER DATA  
BASED UPO N PUBLISH ED REPORTS 
OF APPROXIM ATELY TW ENTY LEADING CORPORATIONS 
IN THE CHEMICAL INDU STRY  
(Unweighted Arithmetical Averages of Individual Ratios)
1929-1934
1934 1933 1932 1931 1930 1929
Ratio of depreciation to :
Gross fixed a s se ts ...............  4.29 4.23 4.22 4.37 4.89 4.44
Net fixed a sse ts ...................  7.41 6.85 7.07 7.11 7.76 7.69
Gross profits ........................ 25.6 36.1 48.0 40.8 34.8 22.8
Net earnings ........................ 61.5 57.0 86.9 89.4 54.7 40.6
Net earnings before deduct­
ing depreciation...............  36.5 32.7 51.7 66.0 30.6 26.7
Dividends ..............................  73.0 89.0 94.3 107.5 90.4 66.8
Depreciation per share of 
common stock .................  $ 1.32 $ 1.35 $ 1.49 $ 1.65 $1 . 82  $ 1.71
C A U TIO N : Because of variations in accounting methods and terminology of 
the corporations whose reports were analyzed, the above data 
must be regarded not as depicting exact relationships but rather 
as indicating trends and approximations.
I have already shown, on the basis of 
the 1932 experience, that in order to se­
cure an additional $85,000,000 of revenue 
from corporate taxpayers, the average cor­
porate depreciation rate must be reduced 
by about 40 per cent. If this reduction 
had been applied to the depreciation 
charged off during 1932 by the chemical 
and allied industries, what would have 
been the effect?
As has been seen, the corporations 
(1,650 in number) which filed income tax 
returns showing net income would not 
have been allowed to deduct approximate­
ly $59,000,000 depreciation and would 
have paid additional taxes of approximate­
ly $8,100,000. The difference between 
these two amounts, about $51,000,000 (ap­
proximately 20% of net income), if the 
corporations had accepted the reduced de­
preciation rates as correct, would have ap­
peared as additional "earnings” presum­
ably available for dividends. Conservative 
management undoubtedly would not rec­
ognize as adequate the lower depreciation 
charges under discussion and would, there­
fore, have wished to create adequate re­
serves against the day of abandonment (or 
other disposal) of the equipment or a re­
turn by the Treasury to the policy of pre­
decessor administrations.
The 4,800 corporations which, in 1932, 
had no taxable income would also have 
been affected and, as has already been 
said, many might have been in the taxpay­
ing class.
Even if it is assumed that the attempt 
will not be made, in general, to reduce 
depreciation by more than 25% of the 
amount heretofore allowed, the results, if 
applied to the 1932 data, would, neverthe­
less, be striking and formidable.
The depreciation disallowed, in the case 
of your taxpaying corporations, would 
approximate $37,000,000 (based on 1932 
data), the additional tax would be just 
over $5,000,000, and the “earnings” avail­
able for dividends ($32,000,000) presum­
ably would be increased thereby approxi­
mately 13%. These figures are, of course, 
subject to adjustment by the type of spe­
cial reserves already mentioned.
IV. Industry’s Reaction to These Legisla­
tive and Adm inistrative Changes
Everyone is familiar with the eternal 
conflict between the tax gatherer and the 
taxpayer. Courts have recognized the 
existence of the combat and have repeat­
edly held that lawful means of tax avoid-
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ance (as contrasted with illegal and repre­
hensible evasion) are natural and are not 
censurable.
It is to be expected that capital assets 
will be abandoned or destroyed, rather 
than sold for nominal sums, so as to avoid 
the ridiculous result to which I directed 
your attention earlier.
In order to escape disallowance of losses 
claimed as a result of the retirement of 
assets which are carried on the books in 
what might be characterized as "mixed 
depreciable asset” accounts, taxpayers will 
undoubtedly have their equipment ac­
counts analyzed so as to segregate in each 
account machinery and equipment which 
have a like expectancy of useful life and 
which are, therefore, subject to the same 
depreciation rate.
I suppose it is also a justified assump­
tion that appraisals will be more frequent 
and widespread and that auditing of fixed 
asset accounts will be more detailed than 
hitherto. With the burden on the tax­
payer to support and justify the correct­
ness of claimed depreciation, such profes­
sional services will obviously be in greater 
demand than heretofore.
But what is the attitude of the industry 
likely to be when it finds its depreciation 
charges unjustifiably and arbitrarily chal­
lenged ? I refer especially to the over- 
zealous attitude of some irresponsible 
agent who may feel that it is incumbent 
on him to cut down depreciation claims 
by at least 25%, regardless of the weight 
and cogency of the taxpayer’s supporting 
data and arguments. Neither sound tax 
administration nor good citizenship is well 
served when the taxpayer “takes it lying 
down.” In deciding on what should be 
the policy of a taxpayer who in good faith 
has set up depreciation schedules and 
claimed deductions amply supported by 
them, we might do well to review a few 
pertinent court decisions. In doing so, we 
should constantly bear in mind that the 
law permitting the deduction of deprecia­
tion has not been changed. It follows, 
therefore, that interpretation by the regu­
lations, prior to the issuance of Treasury 
Decision 4422, was presumptively sound 
and is, unless error is shown, binding alike 
on the Bureau and on the taxpayer. Thus, 
in Fawcus Machine Co. v. U. S. (282,
U.S. 375) the high Court said:
“Regulations made pursuant to ex­
press authority are valid unless unrea­
sonable or inconsistent with the statute.” 
And in Burnet v. Thompson Oil & Gas 
Company (283 U.S. 301) the same Court, 
in dealing with a matter very closely re­
lated to depreciation, stated:
“Retention of the depletion allowance 
substantially unchanged despite increas­
ing liberality in the method of comput­
ing net income is ‘persuasive evidence 
that Congress approved the executive 
construction embodied in the regula­
tions’.”
As Congress, in successive enactments, re­
tained unchanged provisions dealing with 
depreciation, it would follow that the 
Treasury interpretation, prior to the issu­
ance of Treasury Decision 4422, must be 
regarded as correct so that the question 
which arises is whether the Treasury De­
partment, in the face of an unchanged 
statute, may now impose radical interpre­
tive and administrative changes. Surely, if 
the new interpretation is unduly harsh, the 
courts will not sanction it, as language in 
Farmers Loan & Trust Co. v. Minnesota 
(280 U. S. 204) would seem to indicate: 
“Taxation is an intensely practical 
matter, and laws in respect of it should 
be construed and applied with a view to 
avoiding, so far as possible, unjust and 
oppressive consequences.”
Even if it is assumed, merely for the sake 
of our present discussion, that the provi­
sion in the several revenue acts which per­
mits a “reasonable” allowance for depre­
ciation is lacking in definiteness and clar­
ity, it is doubtful whether the regulations 
with respect to the matter may now be 
fundamentally changed. I quote from 
Brewster v. Gage (280 U.S. 327) :
“It is the settled rule that the prac­
tical interpretation of an ambiguous or 
doubtful statute that has been acted 
upon by officials charged with its ad­
ministration will not be disturbed ex­
cept for weighty reasons.”
In Washburn Wire Co. v. Com’r (67 
Fed. (2d) 658), it was said:
“No rule or rate can in all instances 
accurately measure depreciation. While 
it may form a safe basis for a prima 
( Continued on page 310)
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R e c o n s t r u c t e d  I n d i v i d u a l i s m *
by D o n a l d  R . R ic h be r g , Executive Director, National Emergency Council and 
Chairman, National Industrial Recovery Board.
THE reader of much current political discussion might get the impression 
that a dictionary of the English language 
did not exist. A puzzled world is in­
formed that we are engaged in a process 
of preserving individualism, promoting 
socialism and moving into communism, all 
at one time and as the objective of one 
program.
Some persons claim that confused inter­
pretations are caused by confusion in the 
program. To avoid political partisanship 
on this occasion I will merely suggest that 
there may be a mingling of political strat­
egy and honest doubt in this complaint. 
But, still assuming the difficult role of a 
detached observer, let me further suggest 
that much of the prevailing fogginess 
arises, not out of the program, but from 
the mental disorders of political criticism, 
which are frequently the product of intel­
lectual malnutrition for which even a dic­
tionary diet would be helpful.
Therefore, it may be well, even in this 
atmosphere of higher education, to begin 
an analysis of what may be described as 
the New Deal program with a few authori­
tative definitions of significant words. 
Recognizing, however, that political econ­
omists and political scientists are seldom 
in exact agreement in their definitions, it 
should be understood that in quoting one 
authority I do not wish to reflect in the 
slightest degree upon some other, perhaps 
greater authority, who might define the 
term somewhat differently.
Individualism as a political doctrine or 
policy indicates a primary regard for indi­
vidual rights and specifically requires 
maintaining the political and economic in­
dependence of the individual. Its essen­
tial features include the right to accumu­
late, use and transfer private property. 
According to this doctrine, the chief end 
of society and of moral law is the devel­
opment of individual character; society 
existing for the sake of its individual
*Address delivered at Rutgers University, 
New Brunswick, New Jersey, on March 27, 1935.
members.
This political doctrine is allied with the 
philosophy that the self is the only know­
able existence. There may be a composite 
entity, a conscious, self-perpetuating unity; 
but we know it not, except as by faith we 
may feel that we know God.
Socialism may be defined as a political 
doctrine aiming at a more equal distribu­
tion and better production of wealth by 
reason of governmental control of com­
petitive activities. Its most essential fea­
ture is the annulment of rights of private 
property, at least to the extent necessary 
so that by governmental controls the op­
portunities of life and the distribution of 
the rewards of labor may be equitably ap­
portioned. There are many varieties and 
degrees of socialism; but this definition is 
reasonably inclusive.
Communism may be defined as the ex­
treme opposite of an individualism based 
on private property, and as comprehending 
the common ownership of all property 
used in production and the aim of equality 
as the definition of equity in the distribu­
tion of the products of industry.
None of these definitions is adequate for 
a scientific discussion and each requires 
some further refinement for even an intel­
ligible political debate.
Rights of property are not absolute and 
unlimited under any political system; and 
governmental control moves inevitably in 
the direction of socialism when directed to 
protecting the general welfare, promoting 
cooperation and eliminating unfair compe­
tition. There is a twilight zone wherein 
the individual may be required to accept 
many social responsibilities, but where in­
dividualism is still dominant so long as 
the fundamental right of the individual to 
acquire, use and transfer property in a 
competitive system of private enterprise, 
is preserved.
Socialism, as commonly advocated, 
makes the individual life dependent largely 
upon state controls; but it may retain self- 
realization and the advancement of the in­
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dividual as the ultimate objective of the 
government.
Communism, although not always so 
defined, tends definitely to subordinate in­
dividual aspiration and development to the 
welfare of society, and to make the objec­
tive of the individual life the rendering of 
service to the state.
Of course, the political tactics of indi­
vidualists, socialists and communists play 
a large part in practically distinguishing 
their activities. Communism must be revo­
lutionary since it aims at destroying the 
fundamental safeguards of individual se­
curity and freedom as provided in a sys­
tem of private property. In its idealiza­
tion of society, individual suffering and 
ancient moralities lose their importance. 
Whatever its ultimate character, commu­
nism today is a destructive program.
The socialist may be a political revolu­
tionary, but so long as his objective is still 
the better life of the individual he is evo­
lutionary in his aims, seeking to improve 
the service of society to the members. The 
irreconcilable conflict between him and the 
individualist lies in his rejection of pri­
vate property as the instrument of safe­
guarding individual freedom and the op­
portunity of self-realization.
Although these somewhat dogmatic 
classifications may not meet general ap­
proval, they will serve as a basis for clari­
fying my interpretation of the process of 
reconstructing individualism in which the 
people of the United States are now par­
ticularly engaged.
There is no tendency whatsoever toward 
communism in the New Deal program. 
Nor is there any purpose to transform an 
individualistic, competitive system into a 
socialistic cooperation. There is the defi­
nite aim by cooperative means to eliminate 
the unfair methods and the intolerable re­
sults of an undisciplined competitive 
system.
There is a world of difference between 
imposing social responsibilities upon the 
owners of private property, and socializ­
ing property. There is a world of differ­
ence between establishing a fair system of 
private profit-making and establishing a 
system of production for use instead of 
for profit.
Those who insist that adequate social
obligations cannot be imposed on private 
property and that a competitive system 
cannot be made fair, are a little hasty in 
their assumptions that such a political eco­
nomic system as we envision has ever been 
tried and failed. The world we live in, 
our present industrial civilization, is hard­
ly fifty years old. None of the political 
doctrines which we are debating has ever 
been applied to the economic conditions 
under which the people of the United 
States are now living.
It may be conceded that under an econ­
omy of scarcity it has been very difficult 
to regulate a competitive system so as to 
avoid those social injustices which even­
tually become unbearable, which set class 
against class and nation against nation and 
produce a succession of civil and interna­
tional wars.
If the world were still compelled to ac­
cept the alternative of universal frugality 
or small areas of comfortable living and 
large areas of sordid existence, many 
might agree that competition would always 
be ruthless and that the only hope of social 
justice would lie in a social control of pro­
duction and distribution for the greatest 
good of the greatest number.
So long as there were twenty men for 
every ten loaves of bread a competitive 
struggle under almost any terms would 
probably mean that a few men would get 
all the bread they needed and something 
more, while the majority would get less 
than they needed. That would result from 
differences in ability, in acquisitiveness 
and selfishness.
But if there are today thirty loaves 
available for every twenty men it should 
not be so difficult to convince even the 
stronger and more greedy few that they 
can well afford to make sure that every 
man has the loaf of bread he needs; and 
then they might engage in a decent rivalry 
over the division of the surplus. It is not 
so hard to write and enforce fair rules of 
a game when it is not played under the 
desperate urge of a necessity to win.
Men compete most vigorously, some­
times unfairly, in a struggle for the prizes 
of life; but most of them, when free from 
the pressure of necessity, are willing to 
abide by reasonable rules and prefer to 
demonstrate their superiority in a fair,
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open contest, rather than by sneaking 
around to stab someone in the back under 
cover of darkness.
Human beings enjoy fighting and win­
ning. The instinct of competition is so 
deeply rooted in centuries of struggles for 
existence, that I, for one, have no faith 
in any rapid transformation of the selfish 
animal into a cooperating altruist. But 
these same centuries have gradually con­
verted the caveman into a semi-civilized 
member of society, who enjoys those 
peaceful relations with his fellow men 
that are only possible by restraining his 
predatory yearnings and by proving him­
self to be a reasonably safe companion.
Accepting, therefore, a condition of so­
ciety in which, by a proper organization 
of production and distribution, everyone 
can be assured of a decent livelihood, is it 
Utopian to assume that competitive indi­
vidualists can produce such an organiza­
tion? Is it not far more Utopian to be­
lieve that millions of competitive individu­
alists can be transformed in a generation 
into cooperating socialists?
There is another phase of our indus­
trial civilization that is worth considering 
in the answer to this question. It is not 
only a sense of social responsibility that is 
persuading competitors to rewrite the 
rules of competition. It is not only that 
lure of monopolistic control of prices 
about which we hear much political 
clamor.
There has been developing throughout 
trade and industry a very real fear of 
those excesses of competition whereby all 
the hard-won fruits of years of business 
building are swept away in the suicidal 
struggle of big and little enterprises to 
take business away from each other with 
wage cutting and price cutting weapons, 
whereby in the end profits disappear, pur­
chasing power fades away and markets 
are glutted with unsalable goods.
In the effort to counteract these evils 
trade associations have been organized. 
They have sought to outlaw cutthroat 
methods. They have experimented with 
devices for the control of prices and pro­
duction, with a worried watching of the 
overhanging sword of the anti-trust laws. 
Sometimes they have managed to sustain 
an artificial price; thereby committing the
folly of establishing a scarcity price in an 
economy of abundance — hastening the 
day of wrath when, having destroyed most 
of their customers, they would find they 
had destroyed themselves.
But during these years of haphazard, 
unscientific experimentation, a substantial 
part of American business has learned the 
need for some cooperation among compet­
itors. Only a few have learned what to 
do with the power of cooperation. Far 
too many still imagine that natural eco­
nomic forces will provide them with a 
market if they can simply maintain prices 
and avoid over-production. All too few 
have recognized that only the widest pos­
sible distribution of the greatest possible 
volume of that wealth which is produced 
each month will provide them with an ade­
quate market in domestic consumption 
during the following month.
The inclination of every industry has 
been to look to some other industry to 
provide the purchasing power for its 
products. If an enterprise paid good divi­
dends and poor wages, it was acclaimed 
a success, although in sober analysis it 
should have been recognized as an indus­
trial parasite and an unfair competitor. 
It was living off the purchasing power 
supplied by other enterprises that paid 
fair wages ; and it was failing to contribute 
its share of purchasing power for the sup­
port of others.
It is no answer to this criticism to point 
out that capital must earn a fair return 
if investments are to be made, or that if 
wages are increased too much and prices 
rise too high there may be no actual in­
crease in purchasing power and markets 
may be actually contracted. The first req­
uisite for security of capital and assur­
ance of a fair return is the ability of a 
business to sell its products. A fair dis­
tribution of the rewards of labor is obvi­
ously the foundation of a sound purchas­
ing power.
No one can fix a fair standard of wages 
or prices except as related to some orig­
inal measuring rod. The one absolute 
measuring rod is the subsistence of a hu­
man being. In by-gone days this was a 
very low level of subsistence. But this 
had to be provided even for a slave or a 
valuable property would be lost.
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Sometimes in economies of great scar­
city, where even subsistence has not been 
available, labor has been unable to com­
mand even a bare living wage. But today 
it is practically undisputed that every ma­
ture, full-time worker in America can and 
should be paid more than the current cost 
of mere existence. From this lowest level 
of the minimum wage it should not be 
very difficult to build a wage structure 
which should be competitively fair, re­
gardless of its ultimate social justice.
Thus it is now possible for employers 
of labor to eliminate by cooperative action 
the most unfair competition between them 
— a competition in overworking and un­
derpaying labor; and by so doing they are 
not only lifting the. level of our civiliza­
tion, they are also protecting the security 
of private business from destructive com­
petition in wage cutting and price cutting 
and from the resulting downward spiral 
of purchasing power due to an unfair dis­
tribution of the rewards of industry.
Against this general scheme of indus­
trial cooperation what are the principal 
objections? W e may dismiss at once re­
sounding charges of the encouragement of 
monopolies and the oppression of small 
enterprises. In the first place, the actual 
effect of the N RA  has been to provide 
the only effective protections of small en­
terprises that have developed in forty-five 
years of anti-trust laws. Throughout 
trades and industries the major body of 
support for the NRA has come and is 
coming from hundreds of thousands of 
small business men who for the first time 
have found barriers built and maintained 
against the unfair and coercive practices 
of their large competitors.
I f , however, all the actual benefits con­
ferred were disputed, if every charge 
against the administration of the law were 
sustained, the fact would remain towering 
above all argument that the law itself pro­
vides a new and invaluable method of re­
straining monopolistic practices and check­
ing the growth of monopolies, while fur­
nishing positive protections to small en­
terprises which could not be made effec­
tive under the anti-trust laws.
Any valid criticism must, therefore, be 
directed, not at the law, but at its admin­
istration. To repeal the law would be to
take away a shield and a sword because 
they had been clumsily used, depriving 
the government of weapons sorely needed 
for the protection of fair competition and 
the livelihood of thousands of small pro­
ducers and distributors.
The other principal objections to the in­
dustrial recovery program may be en­
veloped in the broad charge of its inter­
ference with individual freedom in the 
conduct of business. Few persons will 
candidly admit that they approve of sweat­
shop wages and a ten or twelve-hour day. 
Yet many will stoutly defend the main­
tenance of a free and unregulated compe­
tition which will result— not by the free 
choice of employer or employee but by 
compulsion— in the overworking and un­
derpaying of millions of wage earners.
The liberty of one man always exerts 
some compulsion upon other men. The 
absence of government— a state of an­
archy— would permit stronger men or 
stronger groups of men to impose their 
will absolutely upon their weaker breth­
ren. The liberty of one man to own a 
home denies to all others the liberty of 
living in that place. The liberty of one 
man to go where he pleased would deny 
to all others the liberty to be left alone. 
Indeed that supreme liberty which men 
crave, the liberty to be left alone, imposes 
a restraint upon all the rest of the world.
Moving from these simple elements of 
the interrelation of liberty and political 
restraint, let us see the effect of untram­
meled individual freedom in business. 
Complete freedom would permit every 
variety of fraud, dishonesty and tyranny. 
Laws against misrepresentation, false 
weights, adulteration, monopoly, and con­
ceded crime, are all restraints upon indi­
vidual liberty. Where can the line be 
drawn between one form of wrongdoing 
and another— so as to say that the gov­
ernment must prevent one evil, but can­
not prevent another without destroying 
individual initiative and interfering with 
property rights?
Is it not clear that the only line which 
can be drawn is where there is doubt as to 
whether an action is good or evil in its 
effect upon other men? O f course, we 
may debate as to whether the attempted 
cure will be worse than the disease; but
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that question arises with every legislative 
remedial act and does not change the fun­
damental proposition that, faced with the 
clearly evil effect upon many men of an 
exercise of individual liberty, a legislative 
restraint upon wrongdoing, for the pur­
pose of protecting the freedom of others 
to do right, cannot be challenged as an 
interference with constitutional liberty.
Consider a specific case of unfair labor 
competition. A large majority of coal 
operators, textile manufacturers and other 
industrialists have always wanted to pay 
living wages. But if a small group under 
competitive pressures could only operate 
by paying starvation wages and thereby 
charging lower prices, they could force 
the entire industry to cut prices and 
wages.
As a result of years of such competi­
tion, when the N RA began the establish­
ment of codes of fair competition, it was 
found that wages for bituminous coal 
miners had been driven as low as $1.50 a 
day and wages for textile workers as low 
as a few cents per hour. These wages 
could not be raised unless such unfair 
labor competition could be outlawed. But 
when minimum wages and maximum 
hours were established by law, the entire 
problem was not solved. Both these in­
dustries had an excess productive capacity.
A larger market could not be developed 
over night. In the case of coal, probably 
an adequate market could never be de­
veloped. Clearly the pressure of a fierce 
competition would tend to break down the 
wage standards. The more efficient units 
could sell cheaper on the same labor costs. 
The less efficient would demand the liberty 
of cutting wages as their only means of 
meeting a competitor’s price.
Facing this problem, the N RA  moved 
into another phase of fair competition, 
seeking again not to restrict a liberty to 
do what was right, but to protect men 
from being compelled to do what was 
wrong. In the bituminous coal industry 
associations, operating under government 
supervision, were permitted to establish 
minimum prices so that all operators meet­
ing fair labor standards would have an 
opportunity to sell their coal. There was 
no monopoly created or sanctioned because 
the various coal producing areas were in
active competition in the principal mar­
kets. The Supreme Court of the United 
States had previously upheld the legality 
of such price fixing associations.
In the cotton textile field the problem 
was one of deterring over-production. 
When stocks of unsold goods accumulated 
mills were forced into two destructive 
practices. First, goods must be sold be­
low actual cost and, in a falling market, 
buying naturally declined; but cash had 
to be obtained particularly by small mills 
with little capital. Second, further losses 
must be prevented by stopping the pay­
ment of wages for the production of more 
goods to be sold at a loss.
Without an orderly handling of the en­
tire industrial problem, individual free­
dom of action meant the maximum of in­
dividual hardship and injury to the public 
welfare. Mills would be shut down. 
Thousands of workers would be thrown 
on public relief. Surplus stocks would 
be gradually sold at ruinous prices. Even­
tually, a new demand would arise. Then 
again there would be a feverish rush to 
produce for a rising market. Consumers 
would pay back in scarcity prices what 
they might have gained in the period of 
surplus. Then inventories would rise un­
til again the bottom would drop out of 
the market and the disheartening cycle of 
boom and bust would be again completed.
There is no way to meet this problem 
except by the cooperative effort of the 
entire industry to regulate its production 
into a reasonable relationship to effective 
demand. Upon such regulation depends 
the ability of the industry to stabilize em­
ployment, to pay tolerable wages and to 
work its employees for reasonable hours. 
Of course, any such industrial controls 
deny to an individual operator, not only 
the liberty to overwork and underpay his 
employees, but also the liberty to either 
ruin himself in one season, or perhaps to 
make a lucky profit in the next.
Most people will not wish to deny to an 
individual the liberty of gambling with 
his own money and there are few re­
straints on private gambling. But there 
is a prevailing sentiment that public 
gambling is a dangerous evil and that at 
least the necessary business of the nation 
should not be conducted as a vast gamb­
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ling operation. Yet, when we examine 
the actual conditions of many of our ma­
jo r industries, such as coal and textiles, 
we find in effect that ten per cent of those 
engaged, by a reckless exercise of indi­
vidual freedom, can transform a serious 
essential business upon which the welfare 
of millions of people depends, into a huge 
lottery in which almost everyone, includ­
ing the general public, loses.
W e hear a great deal of emotional rant­
ing about curtailing production and main­
taining prices. Let us discuss the facts 
for a few moments. Of course, we should 
produce all the agricultural and industrial 
products that can be sold. W e should 
distribute them to consumers at the low­
est prices at which they can be profitably 
sold. But the limitations upon how much 
we can safely produce and upon how 
cheaply it can be safely sold, must be 
recognized.
There is overproduction in fact if acres 
of potatoes are left to rot in the ground, 
or acres of apples to rot on the trees, be­
cause they cannot be marketed for the 
cost of harvesting and transporting them. 
There is overproduction if millions of 
yards of cotton cloth cannot be sold for 
the cost of making and distributing. There 
may be millions of people on relief who 
need potatoes and shirts. But if potatoes 
and shirts are not paid for by the govern­
ment, then the labor of farmers and tex­
tile workers and railroad workers and dis­
tributors must be either contributed for 
nothing, or else paid for by employers 
and owners out of capital.
When the government buys and dis­
tributes products to the unemployed, or 
furnishes money with which they can buy, 
the government levies a tax, now or later, 
by which we all share the burden-—and 
the government keeps the industrial ma­
chinery going. But in such a time it is 
clearly the concern of the government to 
see that the industrial machinery is not 
wasting capital and labor in surplus pro­
duction and breaking down a system of 
private enterprise so that more unemploy­
ment and more common burdens will be 
created.
I f  the system of private enterprise is 
to be preserved, it should be abundantly
clear that the excesses of competition and 
the excesses of profit-making must be pre­
vented by social discipline. I f  this can 
be worked out by the cooperation of agri­
culture and trade and industry by asso­
ciations of common interest and coordi­
nating supervision of public authority, we 
shall be able to preserve the maximum of 
private initiative and individual liberty 
which is possible in the complexities of 
modern industrial civilization.
Planning and organization are neces­
sary. To the full extent of the ability of 
private business to do this job, there 
should be utilized the trained capacity of 
those experienced in production and dis­
tribution. But it should be amply demon­
strated by this time that we cannot leave 
the job wholly to chance and private ex­
perimentation. The interplay of compe­
tition offers the best means of determin­
ing what wages can be paid, what prices 
can be charged, what volume of produc­
tion can be absorbed. But an entirely un­
regulated, anarchistic competition in 
money making provides no incentives for 
any cooperative activities except the asso­
ciation of groups of special interest to 
maintain selfish controls of one section of 
trade or industry, so that a well-organ­
ized few may profit temporarily at the 
expense of the disorganized many.
In ancient days there was a crude effort 
to administer justice through devices 
known as a trial by ordeal or combat. I f  
a man could carry a red-hot iron, or walk 
barefoot over red-hot plowshares, he would 
be adjudged innocent of an offense 
charged. Or the accuser and accused 
might be called upon to fight each other. 
Behind these forms of trial lay the su­
perstition that somehow divine providence 
would set aside natural laws to protect 
the innocent. The hot iron would not 
harm him. The stronger combatant might 
succumb to the superhuman power given 
to his weaker, but righteous, adversary.
W e have risen above these superstitions 
in our administration of political justice. 
But we still seem to cherish the supersti­
tion that somehow in the field of eco­
nomic conflict we can subject the right- 
minded and public spirited man to the or­
deal of meeting a red-hot ruthless compe­
tition; and justice will triumph. We still
276 T H E  C E R T IF IE D  P U B L IC  ACCOUN TANT M ay.
seem to cherish the illusion that, in a mere 
trial by combat, regardless of the weapons 
and strength of the unrighteous, some­
how the righteous will triumph and the 
good of society will be served.
W e glorify today the independence of 
the man who in business will not submit 
to social discipline; and the public often 
credits the big sweatshop operator and 
the little merchant alike with fighting the 
battle of individualism. And so we have 
arguments over writing a code under 
which the sweatshop owner must pay de­
cent wages, and under which the big com­
petitor cannot put the little merchant out 
of business by underselling him with the 
cheap products of the sweatshop, or with 
destructive price cutting in sales of stand­
ard brands.
I f  there were a hundred crimes that 
could be committed in the name of politi­
cal liberty, there are a thousand now being 
committed in the name of economic lib­
erty. The individual who is a true lover 
of liberty in the twentieth century is not 
the man who insists on maintaining a the­
oretical freedom to ruin himself and his 
fellow-men by unrestrained self-seeking. 
The true lover of liberty in this century 
is the man who is ready and willing to 
look beyond a temporary advantage, which
he may have in the unrestrained use or 
control of property rights, and see that in 
the end he and his associates cannot pros­
per and find happiness by destroying the 
opportunities of the masses of the people 
to enjoy a secure and comfortable live­
lihood.
Those who would enjoy liberty must 
set themselves free from the miseries of 
their fellow-men. They cannot escape 
them permanently by building country 
homes or secluding themselves in the up­
per stories of towering sky-scrapers. They 
can only set themselves free from enslave­
ment to the civilization they are building 
by making it a civilization of freedom for 
the masses of the people. Then they will 
be able to walk the streets with that com­
fort and happiness which is only found 
in those who know that their lives have 
been devoted to a genuine and recognized 
service to their fellow-men.
These lovers of liberty will be essen­
tially individualists, working for their 
own satisfaction in their own lives and 
for the contribution which they can make 
to the lives of other individuals. But— 
in their understanding of the wisdom of 
the One who said, “whosoever will be 
great among you, let him be your minis­
ter” — they will be reconstructed indi­
vidualists.
T h e  W o r k  o f  t h e  C e r t i f i e d  P u b l i c  
A c c o u n t a n t *
by C l i f f o r d  I. S m i t h , C.P.A., Green Bay, Wis.
I W IL L  talk to you today on the general subject, the only one that I know very 
much about, the work of the Certified 
Public Accountant. Perhaps it might be 
well for us to take a few moments first in 
a definition of the term. Let us take this 
definition apart, beginning with the last 
word “Accountant.”
I should define an accountant in general 
terms as one who  has sufficient knowledge
*A n  address d elivered  to the P o st-G rad u ate  
C om m ercial C lass o f M arinette H ig h  School.
and experience in bookkeeping matters 
and sufficient training in the higher type 
of accountancy work so that he is able to 
supervise the work of bookkeeping, and in 
general the keeping of office records of all 
sorts. Most accountants have reached 
their position and title with a beginning 
as bookkeeper. Others, a smaller number 
of them, have come into the profession 
through training in college, giving them 
the necessary amount of theory and a 
smaller amount of training in actual office 
work. Perhaps 75%  of accountants have
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grown into the right to use that word 
through bookkeeping experience; the 25% , 
through college training together with a 
smaller amount of office experience.
Let us consider next the “Public Ac­
countant.” W e must distinguish between 
the Public Accountant and the Private 
Accountant. A Private Accountant is one 
who has reached the necessary ability and 
experience so that he is able to take full 
charge of the accounting work in some 
one of the larger commercial institutions. 
For instance, the railroad companies, 
without exception, have their own account­
ants. A railroad company is big enough to 
have on its own payroll, accountants to 
audit and in general to handle the account­
ing for the general office and supervise 
their large staff of men who do the actual 
bookkeeping work.
The “Public Accountant” is one who 
handles the supervising work for the con­
cerns which are not large enough so that 
they can actually keep a man of his ability 
on the payroll all the year around. The 
Public Accountant gathers around himself 
a group of such clients. We are public 
accountants, together with a large number 
of others.
The “Certified Public Accountant” is 
simply the Public Accountant who has, 
through examination, been duly certified 
by the Accountancy Board in his own 
State, just as physicians, dentists, lawyers, 
etc., are certified or approved by the exam­
ining boards in their professions. There 
is a different law in Wisconsin than in 
Michigan. In Michigan, they have a bet­
ter C. P. A. law than we have in Wiscon­
sin. The Wisconsin law permits any man 
to hang out his shingle as a “Public Ac­
countant,” but not as a “Certified Public 
Accountant,” unless he has been certified 
by examination. The Michigan law goes 
a step farther in the right direction in 
that it does not permit a man to practice 
at all as a “Public Accountant” unless he 
has a certificate of permission from the 
Michigan Board, nor as a “Certified Pub­
lic Accountant” unless he has been ex­
amined and certified by the Board either 
of Michigan or of some other State hav­
ing equal requirements. No man can jump 
from some cheap bookkeeping job into the
opening of an office for himself without 
getting from the Michigan Board a “regis­
tration card” which they grant only to 
those who, in their opinion, have had 
enough experience so that they may be 
safely permitted to do some of the lighter 
public work. Observe that the law does 
not prohibit a man from working on the 
staff of another accountant to get experi­
ence. He must be given the opportunity 
to get the experience, and that opportunity 
is given to all, so that the young man who 
has had the usual college course or the 
commercial course in a high school, and 
has been able to secure a position, may 
take such a position as assistant on the 
staff of a “Public Accountant” or “Cer­
tified Public Accountant.” A fter some 
years of experience there, and further 
study of accounting, he is qualified, in the 
opinion of the Michigan Board, to “hang 
out his shingle,” and it is hoped that he 
will take the examination and call himself 
a “Certified Public Accountant.”
W e address ourselves next to the work 
of the “Certified Public Accountant,” that 
being the class in which the speaker hap­
pens to be located. The work of the Cer­
tified Public Accountant falls naturally 
into three classes: (1 ) Auditing, (2 ) Sys­
tem W ork, (3 ) T ax  Work. The practice 
of the ordinary run of Certified Public 
Accountants will divide itself roughly into 
about 40%  Auditing, 20%  System Work, 
and 40%  T ax Work. I  wish to discuss 
with you briefly the general run of these 
three classes of work as it comes to us in 
our daily practice.
Let us first take up the matter of Audit­
ing. W e are called to make audits, or ex­
aminations, for many different purposes. 
The most usual audit is what is known as 
the “general audit,” which means that we 
are invited by the client to take the work 
of, generally, one year, and to thoroughly 
examine all of the things that have hap­
pened in the business for that year as re­
corded in their books, and frequently to 
determine certain facts from other inves­
tigations beyond or behind the books. The 
general audit will comprise first, a thor­
ough checking of the cash for the year 
under review. Beginning with the cash 
that was actually on hand at the beginning
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of the period, we check the cash-received 
record to determine the amount of cash 
that actually came into that office during 
the year, of course, determining whether 
or not that amount has been properly re­
corded. Then, determining the amount of 
cash paid out, we come eventually to the 
amount of cash that should be on hand at 
the close of the period and determine 
whether such amount is actually on hand 
in the cash drawer and in the various 
banks, and sometimes in certain funds 
that are carried by the delivery boy, etc. 
Observe that I said that, generally, we 
find that the cash is on hand, but some­
times unfortunately we find that some of 
it has gone astray. Cash shortage arises 
in two ways:
(1 ) From the failure to record and put 
into the bank the cash that actually came 
into the hands of the cashier.
(2 ) By disbursements of cash for pur­
poses other than for the benefit of the 
business, but, recorded as if such disburse­
ments were for the benefit of the business. 
This entire period could easily be taken 
up by a discussion of the one item of 
shortage of cash.
The next thing which must always be 
done in a general audit is a complete anal­
ysis of the “balance sheet” or statement of 
assets and liabilities, at the close of the 
period. A great deal of time could be 
spent on the single item of the balance 
sheet. But in brief, we must determine, if 
possible, (1 ) that all of the assets claimed 
to be in the business as shown by the books 
are actually on hand in the form of values 
set forth upon the books, and (2 ) that the 
liabilities actually existing have been prop­
erly recorded. As to the assets side of the 
balance sheet our danger is overstatement 
of the asset values. In liabilities, our dan­
ger is in deflation. I f  there are good assets 
in the amount of $150,000 actually exist­
ing, and if, due to a desire to bolster up 
the statement, those assets which are 
worth only $150,000 have been stated as 
$200,000, we have thereby a $50,000 over­
statement of assets. I f  the desire exists 
on the part of the management to mis­
state on the liabilities, naturally such mis­
statement will be in the form of deflation 
or understatement. Perhaps, in the last 
month of the year, heavy purchases have
been made, and the invoices are just stuck 
into a drawer for January record, as some­
times happens, so that the liabilities are 
stated as only $50,000 whereas they should 
be stated as $75,000. This $25,000 under­
statement of liabilities, combined with the 
$50,000 overstatement of assets, makes a 
net overstatement of $75,000.
Just one illustration of deflation of lia­
bilities. This is an actual case, and for 
obvious reasons we cannot divulge the de­
tails. A small partnership in a retail shoe 
business was changing from partnership 
to corporation, and in their statement they 
had set aside about $3,000 worth of No­
vember and December shoe purchases into 
a drawer, and kept them out of the picture 
until the following January. Some of the 
shoes had been sold and were in accounts 
receivable, and some were still on hand 
and in the inventory, but the liability 
created by the purchase  of the shoes was 
left out o f  the books  until the following 
year. At the end of the first year we 
found, of course, a terrific loss for that 
year. Upon digging back into the matter, 
we found in January, February and 
March the entries of those purchase in­
voices which should have gone into the 
books of the previous year.
A third usual and necessary procedure 
in any general audit is the complete ex­
amination of the “operating statement” 
for the year. (This is the profit-and-loss 
statement.) Everything entering into the 
operating statement must be checked back 
to original sources to determine whether 
the net gain as stated is or is not a true 
reflection of the actual gain. I f  $25,000 
worth of liabilities actually incurred were 
left out of the records, then not only has 
the balance sheet been thrown off, but the 
operating statement has gone off with it. 
Both are untrue if any asset or liability 
has been overstated or understated. The 
entire operating statement is checked back, 
and then written up in our report in what­
ever may be the standard form for that 
particular industry. Both the balance 
sheet, which is generally called “Exhibit 
A ,” and operating statement, which is 
called “Exhibit B ,” are written up and 
supported by the necessary schedules in 
support of those two main items. The re­
port at the end of the general audit con­
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sists of, “Exhibit A ,” the balance sheet, 
and “Exhibit B ,” the operating statement, 
with all the necessary supporting sched­
ules. The balance sheet and operating 
statement bring before the proprietor a 
clear, credible and understandable picture 
of his operations for the last year and 
financial position at end of year.
A general audit generally concludes 
with an “Auditor’s Certificate” in language 
about as follows:
“We hereby certify, as the result of a 
general audit, that the accompanying E x ­
hibit “A ,” balance sheet, and Exhibit “B ,” 
operating statement, are in accordance 
with the books of the X Y Z  Corporation 
as at the close of business December 31, 
1934, and that in our opinion, these state­
ments fairly reflect the financial position 
and operating results of this company for 
the year 1934.”
Such a certificate is known as an “un­
qualified” auditor’s certificate, and can be 
given by a C. P. A. only when he has 
conducted such an investigation as to make 
it possible to write such a certificate, and 
is prepared, if necessary, to go into court 
with it. Nearly always in our examina­
tions we find certain minor things that 
ought to be corrected in order that the 
record should be absolutely true. The 
client who is anxious to do what is right 
will direct the bookkeeper to bring the 
necessary adjusting entries into the rec­
ords. One of the last things we do is to 
dictate adjusting entries, enabling us then 
to write such an unqualified certificate. 
So much for the “general audit.”
Frequently a client is not willing to 
spend the time and money involved in a 
complete general audit and is satisfied 
with his bookkeeper’s handling of the 
cash. Perhaps he then engages us to make 
a “balance-sheet audit.” It is a part of 
the general audit, covering only items of 
assets and liabilities. At other times, a 
cashier is suspected of being short, or is 
caught short, and it is necessary that we 
should determine the exact amount of the 
shortage for a period of from one to ten 
years, by making what is known as a “cash 
audit” only, for the purpose of developing 
the exact amount of the shortage. The 
cash audit is a part of the general audit. 
Sometimes we are called in to make a
comparative operating statement. Let us 
assume that this concern is about to en­
large or to merge, and those who are to 
buy the new securities are entitled to know 
whether or not this was a profitable ven­
ture for over a period of years. Auditors 
are asked to prepare a simple comparative 
operating statement for from five to ten 
years or a part of a general audit for 
several different years. Such a compara­
tive operating statement has in its columns 
the various years to be reviewed, with 
comparative figures for all years under 
review. From such a statement the reader 
can get an understandable picture of the 
trend of that business for over a period 
of years, and can arrive at some kind of 
a guess as to probable results for the fu­
ture years.
In addition to the forms which I have 
mentioned there are all sorts of situations 
which arise, involving the raising of spe­
cial questions on this, that, and the other 
thing, as disclosed by the records. It is 
surprising how many things there are that 
require special audits. W e are engaged 
in one now for over a period of several 
years. A certain occasion where with­
drawals have been made from a company 
now in financial difficulty. Under a gen­
eral agreement of the stockholders, they 
agreed that they might make withdrawals 
over a period of years, and this company 
has asked us to audit the propriety of all 
the entries in the accounts of Tom Brown, 
John Smith, and Jim  Jones who made the 
withdrawals.
The item of “system work” involves 
two things in general, first the setting up 
of the necessary forms for a new business. 
Here is a combination of men going into 
a new business that has been incorporated. 
They realize the necessity of good book­
keeping, and call in a C. P. A. or some­
times a specialist who works only in that 
particular class of work, to build up a 
system of bookkeeping. Having drawn 
this up, he next secures the approval of 
the proprietors, and prepares to have it 
turned over to binders or printers, himself 
taking the bookkeepers and instructing 
them in the use of these terms.
Sometimes the owners of a business 
realize that their system, once good, is 
now obsolete, and a general revision of
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that system becomes necessary, retaining 
all the good features and putting in such 
new and different features as are neces­
sary to record the business under present 
conditions. The general system is perhaps 
good, but it may be necessary to have spe­
cial supplementary systems, in order to 
give information faster and more accu­
rately. In brief that is the run of system 
business.
The third general class is tax work. It 
divides itself into two general sub-classes,
(1 ) The preparation of tax returns and
(2 ) Arguments as to prior returns. W e 
are today more tax ridden than at any 
other time in the history of the United 
States. It is somewhat worse than at the 
close of the World W ar. W e have today 
in the United States a very heavy income 
tax assessed upon corporations and indi­
viduals. W e also have in the Federal Gov­
ernment a long list of what are known as 
“nuisance taxes,” sales taxes, special pri­
vilege taxes, etc. These all cost the tax­
payer real money, and it is very important 
that, in the preparation of these returns, 
he should take the benefit of all proper 
deductions allowed by the law, and should 
not pay more than he ought to pay. The 
State of Wisconsin also has its income 
tax law, so that you have to make two 
batches of income tax forms. Michigan 
has only one batch. Michigan has beaten 
us with several other heavy taxes, such as 
the three percent sales tax and the heavy 
corporation privilege tax, which we do not
have on this side. When these returns 
have been made they are subject to review 
by the State and Federal auditors and 
taxing officials at the home offices, and 
these audits bring about a large number 
of arguments as to the correctness of the 
returns. The examiner, working as he 
does for the State or Federal Govern­
ment, is to earn his salary by finding addi­
tional taxes. W e represent the taxpayer 
in discussions with the tax examiner. It 
is not an unusual thing for us in our prac­
tice to have cases where the Federal or 
State government may be asking, let us 
say, for an additional tax of $5,000. Rep­
resenting the taxpayer, we try to reduce 
this amount by a re-computation of the 
tax on a more favorable, but legal, basis. 
But the taxpayers are not all of them 
honest. We are occasionally called in 
where the tax man is absolutely right and 
the taxpayer has gone about to defraud 
the government. W e have only one sort 
of advice to give to such a client. We 
advise immediate payment.
I would like to say to you also that I 
have a very real interest in young people, 
particularly those in commercial pursuits. 
Remember that we have offices in Green 
Bay and Menominee, and if at any time 
our Menominee office can be useful in 
“ironing out” any of the problems that 
arise in your commercial work, or in en­
abling you to get into a position, we shall 
be glad to have the opportunity to help 
you in any way we can.
S u g g e s t i o n s  U p o n  T a x a t i o n
W . D. S t o w e , C.P.A., Scranton, Pa.
T H E distress which ensues in the eco­nomic world through lack of balance 
in price and production relationships is 
well recognized. In the bank letter of 
National City Bank of New York, for 
example, the subject is frequently referred 
to ; and in the same publication it has been 
stressed that the Great W ar with its after- 
math was a tremendous factor in bringing 
about an unbalance which has extended to 
the present day.
Wars do occur at longer intervals; but 
a factor which more constantly distorts
the natural flow of industry consists in 
the tremendous burden of taxing measures 
that have no foundation in natural law. 
Lawmakers respond to the public clamour 
of the moment, instead of establishing one 
solid foundation and one integrated policy 
on which to base the whole structure of 
public revenue collection.
I f  there is any connected theory under- 
lying present tax levies, it is perhaps a 
conclusion by legislators that certain 
groups of persons possess money, or prop­
erty readily convertible into money; and
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that such possession, per se, is sufficient 
justification for the government to seize 
a portion of the wealth. The legislative 
problem then is merely to devise a proce­
dure for extracting the governmental cut. 
Unless there is substantial support for the 
vague “right” of a government to tax, it 
is difficult to see in the foregoing philoso­
phy any advance over that of an old-time 
bandit preying upon the express messen­
gers of his particular district; or that of 
a modern trade racketeer levying upon a 
contractor before the big building con­
struction is allowed to proceed.
What then may we consider a sound 
philosophical basis for tax levies con­
sonant with modern standards in other 
activities among decent men? We suggest 
the same basis which the law requires to 
hold men to any other exchange of values. 
Is not “valuable consideration,” which is 
required to uphold a contract, also a fair 
and proper basis to uphold a tax levy? 
And to trace the consideration, let it be 
unnecessary to wind over a tenuous and 
doubtful course. It will be much more 
wholesome if the connection is open and 
obvious— even if at first our minds are 
not quite accustomed to the view.
To get down to cases, we may consider 
a tax on incomes. By nomenclature, it 
sounds so fair, so much like soak the rich 
and be charitable to the poor. To the eye 
and ear the word “income” at once brings 
up the concept of something that flows in 
upon a man— like the sunshine— a free 
blessing of Mother Nature. Yet to ninety- 
nine per centum of us, “income” is merely 
the number of units of credit which we 
have been granted in exchange for the 
value we have created by our expenditure 
of personal mental and physical energy. 
So-called “income” is merely the measure 
in dollars which a man has succeeded in 
getting the world, or his particular em­
ployer, to apply to his “output.” To tax 
such income is, therefore, just another 
form of sales tax, a tax on trade— on 
exchange.
In speaking of the Government, or of 
the State, we mean in the case of a democ­
racy, the Whole Public, which is acting 
through its agency, the Government. 
What has the Government— the Public—  
possibly done to be entitled to levy a tax
proportioned upon the amount involved in 
individual exchanges between various citi­
zens. “Oh,” some one says, “Government 
made it possible for these men to exchange 
in peace.” Then Government must also 
have made it possible for those same men 
to stand idle, indolent, unenterprising— 
also in peace! And to the extent that they 
are lazy and good-for-nothing they pay 
the less for their peace and security.
The nuisance and excise taxes insofar 
as they exceed in aggregate the regula­
tory cost of the specific industries bearing 
them, are quite as difficult of support in 
logic or in justification— taxes on playing 
cards, beverages, amusements, tobacco, 
bank checks, documents, and who knows 
what n o t! But when the State builds and 
maintains a highway, deciding to tax gaso­
line as the practical measure of the use by 
any individual of that highway, devoting 
the proceeds to highway maintenance and 
construction, we are getting into the realm 
of justifiable taxation. The justice is trace­
able ; and we find each party to the tax 
rendering quid pro quo. But let us not 
resort to such an anomaly as an apportion­
ing of the cost of educating John Smith’s 
six children by diverting revenues for that 
purpose from tax on gasoline that is used 
in hauling, let us say, dairy products to 
their natural market. There appears no 
special justice in penalizing the haulage of 
the dairy, or any other industry, for the 
purpose of child education. O f course, 
the haulage when done at a profit, will 
not pay the tax ; but the customers who 
pay for that haulage will bear the burden. 
They pay the tax as part of the price of 
the goods hauled. But what equitable dis­
tribution can there be in levying a tax for 
education against any persons, domestic 
or foreign, when that tax is proportioned 
to so unrelated a matter as their demand 
and consumption of transportation?
Another aspect of taxation will interest 
accountants who are studious to appor­
tion costs to the departments and processes 
which bring those particular costs into 
being. The Quality Syndicate build a fire­
proof hotel for $500,000.00 in Oldtown. 
Insurance rates, maintenance and deprecia­
tion are accordingly low ; but taxes are at 
two per cent, or $10,000.00 per annum. 
The Fleabite Syndicate build a wooden
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framed hotel of similar room capacity for 
$250,000.00 in Oldtown. Insurance rates, 
maintenance and depreciation are high. 
The structure constitutes an increased 
hazard to all other buildings about i t ; and 
while on the average it will cause much 
more demand upon the service of Old­
town’s fire department than Quality Hotel, 
it pays only $5,000.00 to the upkeep of 
that fire department, while Quality Hotel 
pays its $10,000.00. I f  the undiscerning 
cry of “tax relief for real estate” were 
changed to “tax relief for improvements 
on realty,” it would be better aimed to 
serve industry and enterprise.
Then the average man, and perhaps an 
accountant or two, will arise to say—  
“Well, there is a great deal of govern­
mental general expense which cannot prac­
ticably be allocated to specific functions 
such as highway maintenance, and which 
is not susceptible of allocating by licens­
ing fees, as may be done, for example, for 
liquor control costs. Yes, and what about 
the cost of educating John Smith’s six 
children, about which we were just talk­
ing?”
There is a very proper bearer for the 
burden of the general governmental costs. 
And there are certain benefits which 
though rendered directly to individual 
citizens are as a matter of public policy 
assumed as conferring benefit upon the 
public at large. In this latter class may 
be placed the function of child education, 
which though rendered as a service to cer­
tainly known children is not charged per 
capita to the parents.
The situs of the authority— as well the 
blessings and the curse— of any govern­
ment, is that portion of the earth’s surface 
which lies within its recognized bounda­
ries. The fundamental concept is that if, 
let us say, a hundred million people con­
stituting a nation, were thrust all at once 
out of heaven upon that plot of ground, 
it would be impossible to allot to each in­
dividual a specific portion of ground equal 
in value to the portion allotted to each 
other individual. Nor is the problem sim­
plified as we arrive one by one at different 
moments.
The alternative is to recognize that the 
whole plot within the national boundaries
belongs to the whole nation in the aggre­
gate. Then the whole people through its 
agency, the government, will rent to any 
individual or group of individuals, the 
right to exclusive possession and use of 
various parcels of land. The ground ren­
tal, or tax, will be at the same rate to all 
holders; but the valuation of any parcel 
may change from period to period as the 
facts in the case become apparent with the 
passage of time. When any holder ceases 
to pay rental, the parcel of land reverts to 
the possession of the commonwealth on 
due process, until another individual hold­
er comes forward who desires to take into 
exclusive possession the parcel of land at 
the established valuation and general tax 
rate.
The fund arising from this rental of 
the lands of the commonwealth—the land 
value tax— disregarding the value of any 
improvements which the holder may or 
may not attach to the land, is the proper 
fund from which to pay the general costs 
of the governmental administration.
No one should be misled as to the source 
of the value that is paid to the government 
for taxes. Money paid for tax bills comes 
from the same source that every other 
valuable thing proceeds. From the view­
point of mankind, value is either taken 
from Nature through some portion of 
earth’s crust as a medium, or else it is 
created by an output of human energy, 
physical or mental. And all the public 
revenue is thus either some product of 
earth’s surface, or it is collected from 
value created by the energy of a consumer 
who has not been able to pass his cost of 
living on, by collecting it as revenue from 
another person or collecting it as some 
bounty which Mother Nature has laid, 
effortless, in his lap.
Eventually a tax impinges upon the con­
sumer to the extent of his uncompensated 
consumption. Let us get over the idea 
that the owner of a house and lot pays 
local taxes any more than the man who 
rents a house and lot; or any more than 
travelers from the outer world pay the 
taxes of the local hotel by paying for their 
food and lodging there. The real problem 
is to so direct an original levy that its
( Continued on page 314)
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T h e  V a l u e  o f  I n d e p e n d e n t  A u d i t s  
a n d  W h a t  t h e  B a n k e r  E x p e c t s  
o f  t h e  A c c o u n t a n t *
C l e a v e l a n d  V. C h i l d s ,  Vice-President Manufacturers National Bank of Troy, N. Y.
I H A V E been asked to speak upon the value of independent audits and what 
the banker expects of the accountant.
For many years it has been my privilege 
to maintain rather close contacts with the 
members of your profession and I keenly 
appreciate the honor of being invited to 
take part in this first Regional Chapter 
Conference of your Society. In the days 
when audits were the exception rather 
than the rule, I entered upon an energetic 
campaign among the clients of the firm 
with which I was then connected to induce 
them to give us audited statements. 
Whereas at the outset few employed ac­
countants, eventually practically all did so. 
So widespread has the use of audits be­
come that it is hard to realize that as re­
cently as 1929, fewer than half of the 
companies whose securities were listed on 
the New York Stock Exchange issued 
audited statements. By 1933 their number 
had grown to 80%  and now an audit is a 
prerequisite to the listing of new flotations.
For some years I was a member of the 
Robert Morris Associates Committee on 
Cooperation between Accountants and 
Bankers. My interest in encouraging au­
dits is as great today as it ever has been 
for my bank is in complete accord with 
the policy of the Marine Midland Group, 
of which we are members, in seeking the 
most approved banking practices including 
the use of independent auditors by our 
clients. The advantage of such a course 
is twofold, affecting the client on one hand 
and the banker on the other. Audits make 
it possible to stop waste, errors and leak­
ages, detect dishonesty, develop systems
* A n  address delivered  at the R eg iona l C on­
ference o f  the N ew  Y o r k  State  So c ie ty  o f C e r­
tified P u b lic  A ccountants.
designed to increase turnover, improve 
efficiency and consolidate information in­
dicative of current trends and future pos­
sibilities.
I recall during the early years of the 
income tax, the case of a merchant who 
had a profitable business of very liquid 
character, who upon engaging a public 
accountant at my suggestion, discovered 
that he had overpaid his income tax for 
the previous year and he recovered $5,000 
from the United States Government.
Now while there has been a tremendous 
growth in the use of audits, it nevertheless 
is true that there is still an enormous field 
open for development. There are still 
many substantial concerns who use no au­
ditors, or use them only at infrequent in­
tervals apparently with the single purpose 
of detecting dishonesty. I have in mind 
an important enterprise of this character 
which used one of the most outstanding 
firms in your membership, but allowed 
them only very limited scope. It became 
my privilege to develop friendly relations 
with a director of the company and from 
time to time as opportunity presented itself 
to call his attention to the advantages of 
a real audit for his own protection as well 
as that of the other stockholders. Even­
tually, under his influence the company 
engaged the same firm to make a detailed 
audit, and this audit developed opportu­
nities to improve methods to an extent 
sufficient to permit annual savings of sev­
eral times the cost of the audit.
Again there are many modest enter­
prises which have never had an audit— 
small merchants and some fairly sizeable 
ones who are greatly in need of your ser­
vices. Concerns of this type, although 
existent in the metropolitan area, probably 
do not come to the attention of those of
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you whose work is centered there, but they 
afford a very real field to accountants prac­
ticing outside of the largest centers. For 
example, the bookkeeper for such a mer­
chant called on me recently with her em­
ployer’s balance sheets and profit-and-loss 
and surplus accounts and was unable to 
explain why this year’s surplus reconcile­
ment did not begin where last year’s left 
off, so I told her to obtain her employer’s 
permission to call on a certified public ac­
countant, showing him the statements, 
stating the problem, and requesting an es­
timate of about what it would cost to have 
him send over a man to review the books. 
That merchant was a very moderate bor­
rower and always on adequate collateral, 
and therefore not one upon whom undue 
pressure could be exerted. Yet I felt that 
if a beginning could be made it might lead 
to a more comprehensive examination 
which would in the end abundantly justify 
itself.
While a detailed audit of financial con­
dition and transactions is the goal toward 
which we should work and short of which 
we should discourage clients from falling, 
nevertheless much good is derived from 
tests of transactions, and from a review 
of operations and even from a simple bal­
ance-sheet audit where it is clearly so 
stated in the certificate. It is important 
to bear in mind also that the expense of 
detailed audits is often greater than the 
small merchant’s business can stand; yet 
outside of the metropolitan area much can 
be done for the small merchant by a public 
accountant who understands his problem 
and is equipped to handle his case eco­
nomically. In such cases the accountant 
will be performing a real service if he 
prepares a balance sheet and profit-and- 
loss and surplus account from the books 
and records without detailed audit, for 
his classification of the various items will 
be correct and at least a skeleton of the 
desired information will be available in­
cluding the amount and terms of his mort­
gage indebtedness, the varying character 
of his current liabilities and whether his 
records are adequate and his business 
activities shipshape.
Because your Society has organized up- 
State chapters, I have dwelt to some ex­
tent upon the problem of the small mer­
chant. However, these communities are 
also the headquarters of many of our most 
important industries, and in them are to 
be found clients of every size, class and 
description. It is therefore proper to con­
sider what it is desirable to expect of the 
accountant who audits such concerns. In 
general, we desire the report to touch on 
the history, antecedents and nature of the 
business, the officers’ duties and salaries, 
any unusual features of the business such 
as abnormal credit terms, absorption of 
output or trade policy and specifically to 
include comparative balance sheets, com­
parative earnings and surplus statements 
and detailed profit-and-loss accounts as 
well as a detailed balance sheet as of the 
fiscal closing date. The balance sheet 
should subdivide and classify the assets 
and liabilities, segregating trade receivables 
from accounts of officers, directors, stock­
holders and employees and affiliated and 
subsidiary companies, ageing the receiv­
ables and segregating those more than a 
year old or providing an adequate reserve 
to cover them. Receivables assigned or 
hypothecated should be so shown. Mer­
chandise should be taken on the same basis 
at beginning and end of each period and 
the basis stated. The time may come when 
crews of independent inventory takers 
may be used by auditors but that time has 
not yet arrived and it is not feasible to re­
quire that type of service which would 
enable the accountant to certify of his own 
knowledge as to the quantity, quality or 
condition of the inventory. For this in­
formation he is dependent on the manage­
ment from whom he should require signed 
certifications which he can supplement by 
his own tests. The accountant however is 
responsible for the clerical accuracy and 
price basis of the inventory and should 
check purchase invoices with merchandise 
on hand to a sufficient extent to satisfy 
himself. I f  merchandise and correspond­
ing accounts payable are excluded from 
the balance sheet they should be covered 
in a footnote, but it is far better to include 
them on both sides of the statement. Pur­
chase contracts should be examined and 
if significant should be included in the 
contingent liability footnote or in the ac­
countant’s certificates. The balance sheet 
should indicate the surrender value of life
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insurance and the report should include 
the other details of face value, type of 
policy, liens and assignees. The basis of 
valuation of fixed assets should be covered, 
indicating whether they were acquired for 
cash or by issuing capital stock. Any se­
curities owned should be listed. The pay­
ables should be segregated to indicate lia­
bility for borrowed money, for trade pur­
chase, for taxes and whether current or 
additional against previous periods, for 
deposits of officers and others for mort­
gage or funded indebtedness, for amounts 
due to affiliated or subsidiary companies. 
Capital stock should of course be shown, 
and a subdivision of surplus as between 
earned and capital surplus. The report 
should list the officers and directors with 
the amounts of capital stock held by each. 
Maximum and minimum debt during the 
period under review should be shown with 
the dates. I f  there are substantially owned 
subsidiaries, the individual statement 
should be supplemented by a consolidated 
balance sheet of the same date.
When a client requests a loan, the 
banker ascertains its purpose and the 
method by which it is proposed to be re­
paid— in other words, a program. Applied 
broadly to the accountant’s work, this 
means a budget. Clients should be urged 
to provide budgets and should make use 
of the public accountant in setting up the 
necessary machinery to compile operating 
and cash budgets for the ensuing half 
year or year.
The accountant’s certificate is a vital 
part of the balance sheet and is scrutinized 
by the banker. It should indicate the scope 
of the examination and include any com­
ments that may be pertinent respecting 
contingent liabilities, abnormal commit­
ments, pending litigation, and other mat­
ters not elsewhere covered on the balance 
sheet.
In general, the certified public account­
ant should be permitted to serve his client 
as an advisor because of his familiarity 
with the client’s affairs and by reason of 
his background of observation and experi­
ence.
You have asked me to indicate what the 
banker expects of the accountant. I  have 
done so, but I wish you to know that the
banker realizes that the extent to which 
his expectations will be fulfilled will be 
in a degree measured by the scope of the 
examination permitted by the client. The 
banker therefore will cooperate with the 
accountant in encouraging as wide a scope 
as possible.
Commission of Inquiry on Public 
Service Personnel
This Commission, personnel of which 
was Lotus D. Coffman, president of the 
University of Minnesota, chairman; Louis 
Brownlow, director, Public Administra­
tion Clearing House, Chicago; Ralph 
Budd, president, Chicago, Burlington & 
Quincy Railroad, Chicago; Arthur L. 
Day, vice-president, Corning Glass Works, 
Coming, N. Y . ; Charles E . Merriam, De­
partment of Political Science, University 
of Chicago, with Luther Gulick, director 
of the Institute of Public Administration, 
Columbia University, acting as director of 
research and secretary to the Commission.
The Commission was appointed with the 
approval of President Roosevelt, by the 
Social Science Research Council, which 
represents seven national professional so­
cieties in the social science field. The 
Commission was financed by the Spelman 
Fund. Its investigations were conducted 
in three ways. Open hearings were held in 
twelve centers. Specially prepared mono­
graphs were secured on the operations in 
Great Britain, France and Germany and 
a research staff prepared all available re­
levant facts. Its report is in the form of 
a 186-page document entitled “Better Gov­
ernment Personnel.”
The final report, recently released, 
“stresses the vital need for the immediate 
adoption of a nation-wide program to im­
prove the quality of government personnel 
in the United States, where today 175,000 
independent units in various branches of 
government employ 3,250,000 persons 
(930,000 in Federal employ, 250,000 in 
State employ, 600,000 in municipal em­
ploy, 300,000 in county, township and dis­
trict units with 1,170,000 engaged in edu­
cational public activities), and spend in 
salaries some four and a half billion dol­
lars a year.
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One year was spent in its study of the 
problems involved. The conclusion is 
reached that the spoils system, the use of 
the public payroll for charity, undiscrimin­
ating criticism of public employes and a 
failure to adjust our governmental insti­
tutions to social and economic changes 
are primarily responsible for the inability 
of governments to compete with private 
business, industry and the professions in 
attracting their fair share of the nation’s 
best man power.
The Commission recommended the plac­
ing of government service on a career 
basis. They suggested seven specific steps 
that should be taken immediately, all of 
which had to do at some point with the 
development of the Civil Service system.
The Commission made nine recommen­
dations of a general character looking 
largely to the establishment of advanced 
educational courses giving the prospective 
career man a better background for his 
development than he has previously had.
The Commission listed the following
ten fallacies in American thinking on pub­
lic personnel:
1. To the victor belong the spoils.
2. Government work is so simple that 
anyone can qualify.
3. Charity begins on the public payroll.
4. Patronage is the price of democracy.
5. The most efficient public servant is 
the worst one.
6. Permanency of tenure is the cure for 
spoils.
7. Placing the rank and file under civil 
service effects reform, or to eradicate 
spoils, begin at the bottom.
8. Home town jobs should go to home 
town boys.
9. Public service is always less efficient 
than private enterprise.
10. The prohibition of specific abuses will 
eliminate the spoils system.
The conclusion of the Commission is 
to the effect that “the very existence of 
liberty under the modern state is condi­
tioned by the quality and character of the 
public personnel.”
P r e s e n t  P r o b l e m s  a n d  T r e n d s  o f  
P u b l i c  A c c o u n t i n g  P r a c t i c e *
b y  H. B. F e r n a l d , C.P.A., New York
I A G R EED  to speak on the understand­ing that I would simply present certain 
of the problems and trends as I see them 
but that I should leave to others present 
the discussion of these problems and at­
tempts to answer the questions thus 
raised.
Some of our problems are clearly the 
outgrowth of the problems the public ac­
countant faced a generation ago. Some 
are the very same problems, with some­
what changed aspects. Others have arisen 
from changed conditions of business or 
government, even though these may be 
just the logical developments of a series 
of past events.
Some of the old problems we still have 
with us are—
* T a lk  befo re  A ccountants’ C lub  o f A m erica, 
presented as a  basis fo r  discussion.
1. The seasonal character of our work.
2. Getting properly qualified assistants.
3. Training assistants and getting con­
sistency and harmony in the work of 
an organization.
4. Office organization and administration 
so it shall be a help and not a hin­
drance to our accounting work.
5. The mastering of mechanical or rou­
tine details so that results shall be 
obtained with maximum efficiency.
6. Giving the client the fair value to him 
for the money he pays us but getting 
for ourselves the fair value for the 
services we render.
7. Keeping in touch with the best thought 
and practice of our fellow-practition­
ers, so that our thought and work 
shall be in harmony with accepted 
standards, at the same time that we
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are trying, with others, to raise those 
standards continually higher and 
higher.
8. Trying to write reports in condensed 
form which will truly reflect the facts 
and be readily understandable by our 
clients.
9. Looking for ways in which we can 
render services of value to clients 
which they will want to pay for.
10. Striving for that courtesy and tact 
which will enable us to deal success­
fully with clients and the public; en­
deavoring to win and hold their confi­
dence, esteem and respect; and work­
ing to build up the mutual under­
standings which are so essential to 
best relations of accountant and 
client.
11. Trying to keep up in our reading of 
technical literature and our informa­
tion as to business, economic and po­
litical developments.
12. For the younger men, there is the 
age-old problem of how they can get 
the foothold and how they may climb 
to success in the profession.
13. There is the continual problem of 
deciding how much work is justified 
in any particular case. This is true 
whether we try to judge from the 
standpoint of what the client is will­
ing to pay, or from the standpoint of 
what we, ourselves, may feel the pos­
sible results warrant.
These are the same old problems which 
those of us who have been in practice for 
years can remember wrestling with ten, 
twenty or thirty years ago. Conditions 
may be different, methods to be followed 
and results to be obtained may be some­
what changed, but in essence, they are the 
same old problems.
Now let us turn to some of our more 
specific present problems. Not all of us 
are immediately confronted with them in 
equal degree, but in the public accounting 
work whatever is a pressing problem for 
one is at least a contingent problem for 
others. I can only mention a few of them: 
First—The Securities Act and Securi­
ties Exchange Act and Regulations:
(a ) For years we have generally ren­
dered our reports for the intelligent, in­
formed business man who was supposed 
to have some reasonable understanding of 
a financial statement. Now we have a 
standard set-up of statements to be ren­
dered to the ordinary investor. W e know 
that a large percentage in number of in­
vestors are women or are men with little 
knowledge of business, finance or ac­
counts.
W e used to believe that if a statement 
was sufficient to put on inquiry a person 
who did not understand it, that was 
enough. Now we have a standard which 
will penalize us for any omission to state 
a material fact or for issuing any state­
ment which is misleading.
How much of a departure is this from 
our former standards?
To what extent will such a standard 
for statements under these laws affect the 
general standards which are applicable to 
the usual statements for other purposes?
(b) The Securities Exchange Commis­
sion is carefully safeguarded by law from 
any responsibility for these statements. 
The accountant has full responsibility 
placed on him. To what extent is the ac­
countant justified in relying on any rul­
ing or decision of the Commission as re­
lieving him from any responsibility which 
the law imposes for omission to state a 
material fact?
(c )  W hat are material facts? I f  we 
were asked by a client to report to him 
on the earnings and finances of a business 
and to report all material facts which in 
our opinion would affect an investment in 
that business, how far would we go? I f  
we knew the business had had tariff pro­
tection but that this was now in danger 
of being reduced, would not that be a ma­
terial fact we should report? Proposed 
government competition for public utili­
ties, codes, quotas, labor regulations, new 
and additional taxes,—these and a wide 
range of other matters we would certainly 
consider very material facts for any in­
vestor to know if he is properly to judge 
of the financial statement in its relation 
to investment values.
Likewise, present market value and 
prospective future value of real estate may 
be a very material matter for an investor
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to consider.
Are these, then, material facts that the 
registration statement should mention?
I f  we are not competent as accountants 
to set forth such facts, are we responsible 
to see that some one else states them?
(d) W e have the very real problem of 
trying to keep up with the deluge of rul­
ings, decisions and statements the Com­
mission is issuing. How are we going to 
get the work done and at the same time 
keep up with the mass of reading re­
quired ?
Second— The Income T ax Situation:
(a ) The present Administration is 
brushing aside all precedent to run wild 
in new and untried ways. It openly states 
that all doubts are to be resolved in favor 
of the Government. Let a clerk in the 
Bureau question an item and the taxpayer 
is to be put to the full burden of proof. 
Orders, decisions and demands are issued 
with little regard for any rights of the 
taxpayer. Language is being recklessly 
used, to be followed by explanation that 
it is not intended in a “technical” sense, 
and no one can explain just what it is 
intended to mean. All this is typical of 
unrestrained bureaucracy.
What can we do to try to break through 
this and bring back common sense and 
legal administration again?
(b) There is also the mere volume of 
tax law, rulings and decisions.
How are we to keep up with them and 
render our service to our clients?
(c ) W e have not merely the Federal 
tax, but also the taxes of various States, 
and even cities, piling in upon us for our 
consideration.
How shall we meet this demand?
Third— Legal questions are pressing 
more and more upon the accountant.
(a ) The increasing demands for exact­
ness and finality in the accountant’s state­
ment, has brought with it demands that 
the statement shall be correct from the 
legal as well as from the accounting stand­
point. When we see and recognize an 
important legal point as involved in an 
accounting statement we are to present, 
we should have it brought before counsel 
for advice and decision. But how much 
law must we, and the members of our 
staffs, know to enable us to recognize all
the important legal points which may be 
involved? How much responsibility do 
we bear if we fail to recognize some point 
which is of real importance?
(b) In the course of consulting and 
advisory work we constantly have ques­
tions raised which we naturally would 
answer from a purely accounting stand­
point. Yet many of them have legal as­
pects which we may not readily recognize. 
How far should and can we go to see that 
we do not give advice which may ignore 
or conflict with applicable law?
W e are not lawyers. We are not to 
give legal advice. But must we know 
enough law to recognize every legal point 
which comes before us?
Fourth— The problem of accounting 
education:
This is an old problem, but seems more 
particularly pressing upon us today. We 
cannot brush it aside as a problem for the 
educators to solve. W e are vitally inter­
ested in it because it affects the source of 
supply of our working forces and of the 
working forces of the clients with whom 
we have to deal. Unless we have the 
right men coming to us and to our clients, 
with the right kind of education, we are 
handicapped. Unless the schools are turn­
ing out men with the kind of education 
that we and our clients want them to 
have, these men will not so readily find 
employment or be successful in it, with 
adverse effect on the schools.
Because of the heavier demands upon 
us and the greater difficulty and complica­
tions of our work, it is a much more 
serious problem today.
How can we best cooperate with the 
educators to solve it?
Fifth— There are public problems which 
vitally affect the accountant and in the 
right solution of which the accountant 
should take a leading part.
(a ) The tax burden is passing all 
bounds. W e see that it is a very real de­
pressive factor in business. Yet the poli­
ticians, the vast army of government offi­
cials and employes, the many groups who 
have some special project or theory they 
are urging for public good or for their 
private advantage, are all working for 
continually increasing expansion of gov­
ernment activities and expenditures. All
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of this means greater burdens of taxation 
now or in the future. The bulk of the 
taxes must come from business incomes 
or profits. Such taxes are just another 
load on business; an increased cost tend­
ing to discourage anyone from going into 
a new business, and in many cases gradu­
ally eating away the substance of an exist­
ing business. W e need very frankly and 
fearlessly to face this situation. I f  we 
are not to be swept away by the demands 
of those whose personal interests call for 
increased government expenditures to be 
met from taxes that others shall pay, we 
must have strong voices raised for econ­
omy and reduction of the expenditures of 
our various governments. Is not this a 
problem the accountants should help to 
meet?
(b) Business is also suffering from the 
vast outpouring of legislation and admin­
istrative rulings and decisions aimed to 
regulate business. Much of this is well- 
meant, but is impractical and ill-advised. 
Too much of it comes from the “business 
kibitzers”— those who will not take the 
responsibility of playing the game them­
selves, but want to sit around criticizing 
those who are playing the game and want 
to say just how the game should have 
been and should be played.
The accountant and the lawyer have not 
generally suffered from this to date. In 
fact, they have probably benefited. But 
in the long run, we can only expect to 
prosper as business prospers, and we shall 
suffer if business suffers.
Some regulation we must expect, but 
the accountant can give of his wisdom 
and experience in trying to see that such 
regulation as we must have shall be along 
sound lines which will safeguard and help 
business and not injure it.
He can also raise his voice in vigorous 
protest against those unwise and ill- 
considered measures which are and are 
going to be harmful to business and busi­
ness prosperity.
Sixth— There is what we may term the 
problem of “accidental knowledge.” W e 
can agree that when the auditor makes 
his examination and report he does it as 
an accountant. He is not supposed to 
report as an engineer, an appraiser or an
economist. Their knowledge and abili­
ties may be no less important and no less 
pertinent to questions at issue than the 
knowledge and abilities of the accountant. 
Yet the accountant in speaking as such 
is not supposed to have all this fund of 
knowledge and experience vested in him­
self.
Then, again, we set up no standard that 
the accountant must be a handwriting ex­
pert or must be able to detect forgeries 
or counterfeits. W e count securities. We 
receive bank or other confirmations. We 
do not hold ourselves responsible for de­
tection of counterfeits or forgeries.
Yet if we did happen to note that money 
was counterfeit or that forgeries existed, 
we would naturally take it into account.
Now, if there is an accountant who, 
because of former experience as a bank 
clerk, is actually an expert in detecting 
forgery, to what extent does this accident 
of prior personal knowledge and experi­
ence place him under obligation to use 
this ability for the benefit of his client? 
I f  in counting money he detects counter­
feit, he would disclose it. But does that 
mean that on any examination he makes 
he must himself count that cash because 
he is the only one who has that peculiar 
ability? If , because of recognition of his 
experience and ability, it is within the 
terms of his engagement that he should 
personally count the cash, undoubtedly he 
has this obligation.
In dealing with the public it may rely 
on the known reputation he has. Does 
this carry with it the same obligation as 
a definite specification in a client’s en­
gagement ?
Then we pass to the broader field of 
business, trade and even political informa­
tion. Does the fact that a particular ac­
countant may have special knowledge in 
these fields, place on him the obligation 
to go beyond the ordinary accounting 
standards and give to the client and to 
the public the benefit of this special or 
“accidental knowledge” which is not to be 
expected from the ordinary accountant?
Passing further, does the fact that he 
may have special knowledge mean that 
he has a responsibility to see that that 
knowledge is brought to bear on all the
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work that may be done by any associate or 
member of his staff?
This, I  think, would be a wholly im­
possible standard to live up to. Y et I  
think it presents a real problem.
We could continue with one after an­
other of the present problems which con­
front the public accountant. Others may 
be raised in the discussion. I am only 
trying to mention a few of the most press­
ing problems as I see them. They may be 
suggestive if not complete.
As to trends of public accounting prac­
tice, I think we shall see it increasing in 
volume, in scope and in difficulty. As the 
technical problems to be met increase, we 
may have to come to a greater recognition 
of specialists, possibly as the lawyers do 
to some considerable extent.
I believe the consulting and advisory 
features of our work will grow in im­
portance and in scope.
I hope we are not going to find that the 
trend for government regulation and in­
vestigation will mean that the government 
itself will undertake the auditing and 
statement of corporate and business ac­
counts. That is a possibility which I  hope 
will not come.
I think, however, that we must expect 
an increasing amount of government dic­
tation of the kind of statements which 
must be issued, both as to form and con­
tent ; possibly as to the nature and scope 
of required audits. I  hope it will not go 
too far.
There was a time when accountants 
were discussing much the questions of 
how we could get business men to under­
stand and appreciate the services which 
the accountant could render. W e spoke 
of the value of the accountant’s report, 
what he could do as a business adviser, 
how he could Kelp in dealing with tax 
problems, how his advice might be valu­
able in drafting contracts and agreements, 
how banks should have certified statements 
both of balance sheet and of earnings as 
a basis for loans and how such statements 
should be the basis for credits. Today 
some of us stand rather appalled at the 
extent to which we are being called on 
for all kinds of services, the reliance
which people want to place on our state­
ments and advice. This has not been so 
much because of what we have preached 
as because of what we have done. Each 
accountant who has done a particularly 
good and valuable lot of work has helped 
to create a demand for similar service by 
others. Today, instead of talking of the 
value of accountant’s statements, we are 
having to tell people not to place too much 
value upon them. In conference and con­
sultation we are continually having to 
point out how much we do not know about 
things regarding which we are asked to 
speak or about things concerning which 
our advice or recommendations are asked.
This trend I think will continue. I 
think we shall for years be trying to get 
the public educated to what the account­
ant’s statement does not mean as much as 
what it does mean. W e will have to get 
our clients to understand how far we can­
not go as well as how far we can go; 
how much is the expression of personal 
thought and opinion as well as how much 
is the experienced judgment of the ac­
countant.
Another trend is toward the increasing 
volume of accounting work. W e have 
really only scratched the surface. Only 
a comparatively few of the total number 
of business concerns have their accounts 
in any satisfactory shape, either as to the 
form and method of accounting work or 
as to the use which is made of the infor­
mation which could and should be pre­
sented in the accounts. I  believe the de­
mand for public accounting work will ex­
pand as to number of clients. I believe 
we will raise the standards of accounting 
generally as we better see how to meet 
business demands and as business con­
cerns learn better how to use the services 
which the accountant can render.
There is a further definite trend which 
has been coming for years as the account­
ing staffs of business concerns have their 
own higher standards. There is a definite 
trend, so far as the volume and importance 
of the business will justify it, to have 
each business get and keep its own ac­
counts in proper order and be able to meet 
the current accounting problems with the 
advice of the public accountant, rather
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than to look to the public accountant him­
self to do this. There will always be a 
great volume of small businesses which 
must directly use the actual work of the 
public accountant to supply the knowledge, 
experience and ability which they cannot 
expect to get for what they feel they can 
afford to pay their own bookkeepers or 
accountants. Probably as more and more 
of the smaller concerns are making use of 
the services of public accountants in this 
way, their number will increase even 
though we are continually having other 
concerns pass to the point where their 
own accounting forces will be able to 
handle some of the routine work which 
they today expect to have handled by the 
public accountant.
Even with income taxes I feel we must, 
wherever possible, have more and more 
of the routine work taken over by the 
clients’ own staff. I believe, so far as we 
can have it, there should be in the busi­
ness organization itself someone with a 
reasonable knowledge of income tax law 
and regulations, proper preparation of the
forms, e tc .; his work supplemented by the 
advice of the public accountant. This is 
as contrasted with having the business 
concern go ahead blindly during the year 
without recognizing the tax problems that 
arise; then at the end of the year appeal­
ing to the outside accountant to find at 
that time, or later when the Government 
examines their accounts, that they have 
gotten into trouble because they have not 
currently considered the income tax effect 
of their transactions. I  recognize that 
this is a burden that probably only the 
larger concerns can stand. Yet I  think it 
is a trend which to a considerable degree 
is developing as the only possible way of 
satisfactorily handling these income tax 
matters where they are of importance.
These are only some of the problems 
and trends I note. Some will see them 
differently. Some will see other points I 
have not mentioned. To the fullest ex­
tent possible I hope these differences and 
points of view, as well as attempts to 
answer questions I  have raised, will be 
brought out in the discussion.
B u s i n e s s  M u s t  S t i l l  S t u d y  C o s t s *
by G e o r g e  P r i c e  E l l i s , C.P.A., Chicago, Illinois
T H E fate of N RA and of the codes is the subject of such bitter dispute 
that any comment is likely to seem biased, 
however fairly intended. My own bias, 
if such it be, is a faith in the underlying 
principles of NRA, and a confidence that, 
given a chance over a period of time to 
correct mistakes in the act and in operation 
NRA will work for the general good.
This belief is quite objective. It has 
nothing to do with any particular code, 
or with any hope of personal gain under 
any narrowly conceived code provisions. 
This belief, has come from my 20 years 
of professional observation and analysis 
of business problems. The conditions for 
which NRA is an attempted solution, have 
persisted for a long time, growing steadily 
more critical. Even though N RA  were 
ended (which is not likely) these condi­
tions would still have to be faced.
* O riginally prepared fo r I l l in o is  J o u rn a l o f  
C om m erce .
One of these conditions upon which 
N RA has focused concerted attention, is 
the almost casual way in which far too 
many managers have dealt with costs. It 
is an old story that the industry-wide 
statistics were not available either for prop­
er code writing, or for the general guid­
ance of industry and of NRA. It is an 
equally old story but still hard to believe 
that individual businesses in very many 
instances, do not have the basic data upon 
which to plan for themselves. I f  NRA 
accomplished nothing but to force upon 
business some really intelligent self-anal­
ysis, it would be largely justified, in spite 
of the errors chalked up.
Pro Cost Analysis 
Long before NRA, I wrote an argument 
for cost-analysis which is as pointed and 
timely now as it was then. A paper writ­
ten in September, 1928, cannot be dis­
counted as pro-NRA, so I quote its sub­
stance.
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“Some of the advantages of a good cost 
system are:
1. It permits intelligent competition.
2. It is an x-ray, bringing to light im­
perfect internal conditions.
3. It is to the business what the nerve 
system is to the body, its function being to 
transmit information regarding conditions 
in the entire business to some central in­
dividual or body.
“These things being true it is quite evi­
dent that each business must work to a 
plan; and, if there is to be intelligent com­
petition, all the concerns— at least within 
the association— should be on a uniform 
basis as to fundamentals. In the first 
place, overhead must be based on normal 
conditions. I f  a concern is working at 
only sixty or seventy per cent of its nor­
mal capacity it cannot meet competitive 
prices if it attempts to spread its actual 
overhead over this under-normal capacity. 
The first thing that any concern must do 
is to determine its own normal capacity 
based not alone on its own possible capac­
ity but also on market conditions.
“It is not Sunday School talk to say 
that each man in the business must con­
sider the other fellow in order to make a 
success of his own business. A new ap­
praisal must be made of the plant capacity 
and the business market, and based on 
these facts each concern must adjust its 
own facilities and organization and oper­
ating budget to fit into the new conditions. 
The normal capacity for the individual 
plant can then be found, based on all of 
the factors that make for intelligent com­
petition. Then, with this as a starting 
point, the net profits of the business must 
be planned and not allowed just to happen. 
By a carefully worked out budget this will 
be possible. The next step is to work out 
with great care a distribution of the vari­
ous items that enter into costs so that each 
concern will charge into the costs those 
items of material and labor and other ex­
penses which can be clearly allocated as 
direct charges; and so that the other items 
of expense will be distributed to the vari­
ous types of overhead accounts.
“A number of erroneous practices are 
to be found among concerns within the 
same industry all competing for the same 
business. For instance,— the rate of de­
preciation in some concerns is very high 
because during the high-tax years con­
cerns which were making considerable 
money made their depreciation charges as 
high as possible in order to reduce taxes. 
Other companies which were not in so 
strong a financial position reduced their 
depreciation charges to a minimum in or­
der to show larger profits and a better 
looking balance sheet for bank and other 
credit purposes. Some firms have build­
ings and equipment purchased years ago 
when prices were not so high and are 
charging into their costs depreciation 
based on these cost prices, whereas other 
concerns have built their buildings and 
purchased their machinery in more recent 
years and, even though they use the same 
rate of depreciation, the actual charge is 
relatively much higher in comparison with 
the first group mentioned.
“An even greater disparity appears in 
executive salaries. This is particularly 
true in the more closely held corporations. 
In order to reduce taxes executive salaries 
have been, in a great many cases, pushed 
to figures much higher than that level 
which represents fair compensation for 
services rendered. In a great many cases 
it represents, at least to a certain extent, 
a distribution of profits in the form of 
salaries. This condition makes for a great 
range in the salary items and destroys the 
overhead percentages.
“Some firms include interest in their 
costs; others charge Federal income taxes 
as overhead; some charge discounts al­
lowed as a part of overhead; others deduct 
discounts taken from discounts allowed 
and charge the net amount into overhead. 
On the other hand, there are a number of 
firms which do not include any of these 
items among their overhead figures.
“Some companies take an average of 
the previous five years’ overhead figures 
and use this as a normal figure for cost 
purposes. Others go to the extreme of 
using the actual overhead figures each year 
regardless of the change in volume of busi­
ness. Some other concerns manufacturing 
two or more different lines do not depart­
mentalize their costs and overhead.
“Yet all these concerns with these varied 
methods of arriving at costs are compet­
ing in the same market. The first need is
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to get all the members of an industry to 
arrive at intelligent costing based on a 
uniform application of the fundamentals. 
Then competition can be based upon the 
relative efficiency of the competing units. 
A note of caution should be sounded, 
however, at this point. When a concern, 
by efficient management and by the use of 
modern methods of manufacture, reduces 
its cost it should not reduce its selling 
price by the amount of this entire saving. 
Surely those who have made this condition 
possible are entitled to at least a part of 
the saving and if the industry as a whole 
is to be kept in a healthy condition the 
efficient firm must, at least to a certain 
extent, consider the average concern with­
in the industry. Unless this is done the 
fellow lower down will be made so hungry
F our Sta te  C o n v en tio n—  
A t l a n t ic  C it y  
T he w eather the first day w as terrible; 
and the second day not so good. Jim  H ast­
ings called off his golf tournament. Com­
ing down on the train with Phil Suffern, 
L ee T auritz and Abe Greenburg we got 
enough shop talk to fill up ten columns, 
so m ost of it will never see print. W hich  
m ay be just as well. T auritz told us one 
thing that would bring him in under two 
headings; his hobby (the hobby depart­
ment is still wide open) is rare b ooks; and 
he has gotten many of them  from  a client 
in lieu of cash fees. Greenburg, after  
reading Philo’s rem arks on m arriage (see 
April issue) decided that the C in his 
(P h ilo ’s ) degree stands for crazy. W hich  
is O K  with Philo. W e found that H enry  
Fernald is another of the very few mem­
bers of our profession who has worked 
in the Philippine Islan d s; but O liver H and  
is still the only one we know who fought 
there, as part of the Am erican A rm y in 
1898-9. Commander Odlin’s brief talk re­
garding the circular letter sent out by the 
N avy Department to C .P .A ’s on April 11,
for business that he will go out and slash 
prices to a point where even the efficient 
organization cannot make a reasonable 
profit. I do not consider this bad eco­
nomics. Certainly, it is better in the long 
run for society as a whole to have a 
healthy industry operating at a reasonable 
profit and thereby keeping up the quality 
of the product, than to have a group of 
concerns who are having such a hard time 
to make ends meet that there will be a 
great temptation to cut the corners as 
much as possible and thereby reduce the 
quality.
“To summarize: business must first 
have the facts. Second, business must be 
carefully planned. Third, cooperation 
makes for a healthier industry and ulti­
mately a finer product for the consumer.”
aroused much interest. Ask your State 
society secretary for more data; or write 
direct to the Bureau of Supplies and Ac­
counts, Navy Department, Washington, 
D. C. I f  any C. P. A. has a prettier 
daughter than John Fraser we want to 
meet her. Kathryn Sagal of New Haven, 
her brother tells us, is now in Jerusalem.
Julius Sinker had an article in the March 
number of System  which we think is pretty 
good for laymen to read. And not bad for 
accountants, either.
Sam Kaplan (if  you ever attended a 
N. Y . State meeting you heard him) comes 
through with this laugh. In response to a 
request for reference of an applicant, a 
letter said: “We have employed this man 
as our accountant for several years and 
found his services satisfactory. We also 
know his wife very w ell; and she is a fine 
woman.”
The Am erican L aw  Student, a trade 
journal published in Brooklyn, has one in 
its March issue that some of Doc Mc­
T A L K I N G  S H O P
A D e p a r t m e n t  C o n d u c t e d  b y  L e w i s  G l u i c k , C.P.A., New York
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Leod’s bright NACA boys may be able to 
answer. “How much does it cost to in­
stall the Feudal system?”
Speaking of barter, one correspondent 
says that the only way he will ever collect 
one fee is to die. His slow-pay client is 
an undertaker.
The happiest days we have had since last 
September were the last four of March, 
which we spent in Washington. Leaving 
the sordid details of business aside, es­
pecially since we did not accomplish half 
we wanted, we took advantage of the time 
to enjoy ourself. And here are some of 
the bright spots. Meeting a couple of 
dozen old friends and acquaintances who 
seemed glad to see u s ; and meeting some 
more good people. A  trip through the 
Bureau of Engraving. Lunch with Charlie 
Maxcy. Hearing Orton Boyd lecture on 
income taxes at G. W . U. Attending “Life 
Begins at 8 :40 ,’’ with Ben Grice. I f  we 
ever saw a better show, we don’t remember 
what it was. Seeing Shirley Temple in 
“The Little Colonel.” Seeing the first crop 
of Cherry Blossoms. Going without a top­
coat (except when it rained). Riding all 
around town on the $1.00 pass.
Sunday, the 31st, we went back to N. Y. 
to attend a function at which Pearl Buck 
was the guest of honor and read a paper on 
the Creative Mind. Although we knew 
from her published photos that she was no 
gray-haired granny, we were astonished at 
her youthful face, and figure; and her light 
blue eyes. Our compliments to Mr. Buck, 
whoever he is. At the supper which fol­
lowed Dr. Joe Klein and his wife were at 
the table next to ours.
Speaking of things literary, we have read 
and enjoyed a novel entitled “Star of 
Empire,” published by Vanguard Press. 
W e won’t refund your money if you do not 
like it too, but recommend it anyhow.
T A X E S
From the case of Garden City Feeder 
Co. (CCA 8th 2/14/35) we conclude that 
life insurance agents should reap a harvest. 
They should sell petitioners before the
B T A  a Lloyds policy on the member of 
the board who hears the case. Mr. Dooley, 
the famous humorist, appearing under his 
real name of Dunne, lost his case before 
CCA 2nd, 2/18/35. I f  you have ever 
tasted Nedick’s Orange Drink, read the 
case of R. T. Neely, before the Circuit 
Court of the Southern District of N. Y. 
(2/26/35).
An echo of the dim past, the spring of 
1920 when Wanamaker’s precipitated 
“the inventory panic,” comes in the case of 
the Elder Mfg. Co. (Court of Claims, 
3/4/35). Oldtimers will find plenty to re­
minisce about, with that as a start; and 
youngsters will do well to listen, for the 
history of that “depression” is interesting 
in itself; and doubly so as a sympton of 
the great depression.
Our heartfelt sympathy goes out to Lil­
lias Piper (32 B T A  No. 18) who put her 
money in the First National Bank of Palm 
Beach. W e had ours there too in 1926; 
but her experience was much more distres­
sing. I f  everyone thought as little of the 
Mutt & Jeff comic ( ? )  strips as we do, 
their creator would never have made the 
fortune that was involved in his case (32 
B T A  No. 2 9 ). He formed a corporation 
to act as a spendthrift trust; and the find­
ings of fact present some of the most 
humanly interesting reading we have seen 
in many a day.
One item in the Accounting Review , 
March number, page 26, demands com­
ment. Sidney Winter writes, “Obviously 
the instructor will, in many instances, 
know little or nothing about ‘practice’.” 
Why the “obviously” ? I f  an instructor 
“knows little or nothing about practice,” 
what right has he to be an instructor? Or 
more pertinently, what right has the col­
lege to let him instruct? You certainly 
can’t blame a young man for taking a 
teaching job if he can get it. W e have 
never met Mr. Winter, but we have had 
sufficient correspondence with him, and 
made sufficient use of his text, to know that 
he is not one of those who know “little or 
nothing about practice.” But we submit 
to all boards of examiners that in that in­
nocent appearing sentence may lie the 
answer to the horribly high percentage of
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failure on C.P.A. exams. It is not with­
out significance that in recently announced 
statistics N.Y.U. showed the highest num­
ber of graduates who were C.P.A’s. For 
from its inception under Waldo Haskins, 
and right down to date, no one may teach 
accountancy who does not actively practice 
it. And the other colleges in our metrop­
olis have followed that rule for the most 
part, though one of them shows regrettable 
signs of going to the Ph.D. theory.
J .  M. Jordan has a unique hobby. He 
describes it as “applied laziness, often re­
ferred to as efficiency.”
T H E  SH O P T A L K E R S
“I don’t know,” began Oldtimer, “how 
many of you read that fine series of articles 
by Roy Foulke, but I want to commend 
them to you.”
“Do you mean in the Dun & Bradstreet 
Review?” asked Dash.
“That’s right,” replied Oldtimer. “And 
I want to talk particularly about his one 
about too high profits.”
“Go along,” said Blank. “There ain’t 
no such animule.”
“That’s just why I want to talk about it,” 
went on Oldtimer. “I t ’s bad enough for 
the business man or a credit man to have 
that idea; but when one of our gang feels 
that way— . Well, let me tell a case of my 
own.”
“Further Facts for Foulke,” said the 
Kid.
“As you wish,” responded Oldtimer. “In 
nineteen hundred sixteen I  had a client 
which made an all-time record, in my ex­
perience, of paying a nine hundred percent 
cash dividend. The circumstances leading 
up to it are not likely to be repeated again; 
even another world war would hardly 
duplicate the situation. Yet just think 
what might have happened if the owners 
of the company had sought to expand 
credit on the basis of these abnormal 
profits ? Even today, with the company long 
since out of business, I  cannot ethically 
divulge how those profits arose. But it 
was a lesson for every man in our employ 
through the war period that profits can be 
too big.”
“Well,” said Philo, “profits are made by
human beings, and so must have human 
characteristics. There are certain glands 
of the body, endocrine, they are called, 
which control growth. Healthy glands pro­
mote normal growth; at certain stages a 
child will seem to stand still; and then just 
shoot up. Profits are not uniform from 
year to year either. But just let one of 
these glands start working overtime and 
what happens?”
“The circus gets a new lot of freaks,” 
said the Kid.
“Not always,” said Philo. “But we do 
get badly deranged bodies. Weight without 
height; height without weight; nerves ; 
complexes; weak hearts, and all kinds of 
other disturbances. So that a wise parent, 
while he wants his child to grow big and 
strong, should take alarm at any very rapid 
growth.”
“Not only take alarm,” put in the Kid, 
“but take the child to the doctor.”
“Your talking about this nine hundred 
percent dividend,” said Philo, “brings me 
around to another point. I  think we ought 
to have some kind of literary birth con­
trol, in our profession, as well as in fiction.” 
“Admitting the duplication of societies 
and their publications,” answered Oldtimer, 
“there are certain essential truths that we 
need constant reminding of. So that even 
if today’s article on depreciation merely 
uses many words to say what Babbage said 
better a century ago, we still need a lot 
of articles on a lot of subjects. But how 
did the big dividend remind you of this?” 
“The connection may seem remote,” re­
plied Philo, “but what I had in mind was 
this. That big dividend was unusual; it 
was news; therefore it was worth discus­
sing ; therefore it is worth your writing up 
at length some time. Whereas most of the 
stuff that is talked and written is just the 
same old stuff.”
“I ’ll bet,” put in the Kid, “that your 
breakfast today didn’t vary in any essential 
from what you had every day in this year, 
and will kick about if you miss one day.” 
“That’s a shrewd remark,” said Philo, 
“but should not our minds be more adapt­
able than our stomachs?”
“All right,” said the Youngster. “Here’s 
my chance. I ’ve done a lot of digging on 
this subject; and I  won’t embarrass you by
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pausing for reply. But it made even my 
dad think for a while. What kind of re­
serve has a debit balance?”
“You see; you’re all thinking. And one 
State board came in for a lot of criticism 
for asking that question. Yet it is absolutely 
practical. Lots of good texts never men­
tion it; one well-known C.P.A. defined a 
reserve as an account with a credit bal­
ance, and so forth.”
“Just a minute there, son,” put in Old- 
timer. “In fairness to my friend you 
should add that that was in the chapter 
wherein he was distinguishing funds from 
reserves.”
“Okay. But he never corrected himself 
elsewhere,” said the Youngster.
“Just a moment,” interrupted Blank. 
“Why all this research?”
“Still trying to pass the State board,” 
replied the Youngster. “And now let’s
answer the question. Any business that 
offers discounts to its customers should 
set up a reserve for discounts at closing. 
Credit statements ask for it. Banks ex­
pect it. Well, obviously, it appears on the 
balance sheet as a deduction from accounts 
receivable, along with the reserve for bad 
debts. But to be consistent, a reserve for 
purchase discounts to be taken should also 
be set up. And when you do, there is the 
reserve with a proper debit balance. And 
that is so unusual as to deserve comment, 
even if not a full length paper to read be­
fore the State society.”
“May I just say in closing,” said Old- 
timer, “that prodded by my boy’s question, 
I did a little digging into my firm’s files and 
found that some of our good seniors were 
omitting that debit reserve, after meticu­
lously setting up all others. And some of 
them are ten years certified.”
W e e  B i t s  o n  A c c o u n t a n c y
R e g u l a r l y  C o n t r i b u t e d  b y  L o u i s  S. G o l d b e r g , C.P.A., Sioux C ity , Iowa
Accounting For America’s Largest Enterprises
“We are the makers of manners, Kate,” 
King Henry V III  of England is reputed 
to have said to Lady Catherine. And those 
manners, thus fixed for observance by his 
subjects, were freely violated by the sov­
ereign. Perhaps law still is for the gov­
erned, not for the government. So with 
accounting in America:
Federal and State governments, impos­
ing taxes on net incomes, by inviolable 
mandate command that every taxpayer, 
from the mightiest to the lowliest, shall 
keep adequate accounting records to the 
end that net income be correctly disclosed. 
Among the primary concepts dictated by 
such statutes is the requirement that due 
distinction be observed between capital 
disbursements on the one hand and operat­
ing expenses on the other.
When the humble taxpayer spends his 
money for land or for the construction 
of a building or for a machine to be used
in further production, government decrees 
that he shall label his expenditure as a 
capital item and that it shall be reflected 
as such in his income tax return. Con­
versely, when the disbursement is for 
goods for resale or for costs of operation, 
it shall be designated as such, and proper 
inventories shall be taken. The most mod­
est of corporations needs must submit a 
statement of assets and liabilities, and a 
separate statement of revenues and ex­
penses.
The practice is otherwise with Amer­
ica’s largest enterprises . . . our Federal 
and State governments. The sovereign re­
mains immune from the observance of the 
respectable manners imposed upon the 
subject. Billions are disbursed for public 
improvements and other billions for cur­
rent cost of government; the two classes 
are merged and mingled indiscriminately 
in the published reports; capital items and 
current items mix merrily in common
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categories. Who will venture to fashion 
a balance sheet of public properties, Fed­
eral, State, or even Municipal?
Would that not be enlightening ? Would 
it not be helpful to know the public worth, 
the ultimate reservoir of public funds?
Or, at the least, to know what part of the 
annual expenditure is for current cost and 
what part for durable goods? Is there 
no remedy ? Cannot government be per­
suaded to adopt some part of the good 
accounting manners that it decrees?
O U R  R E A D E R S ’ F O R U M
Contributions for this section will be limited to in the neighborhood of 
250 words. A free but short expression of opinion is requested on subjects in 
which the certified public accountant is interested. Address the Editor.
As regards the “Tale with Remarks 
and Moral,” published on page 700 of the 
November issue, you mentioned that 5 
men each exchanged goods of value for 
that which is utterly valueless, yet no one 
lost anything.
I am rather surprised that such a state­
ment should appear in your excellent pub­
lication, as the fifth party exchanged 50 
perfectly good suppers for a worthless
$100 bill and upon being cracked down 
either by the owner, or the bank, I imagine 
you could hear this gentleman’s howl 
from coast to coast. The bill being a 
worthless piece of paper represented no 
previous value whereas if the bill had been 
a good one, previous value would have 
been the accepted fact.
Not being a C.P.A., I may be all wet 
and would appreciate your further enlight­
enment.
A d v e r t i s i n g  A c c o u n t a n c y
by H e r m a n  C. R a y m o n d , C.P.A., New York City
THE following advertisement appeared in one evening and two morning 
newspapers in New York.
“Bookkeeper, experienced, with manu­
facturing background, must be certified 
public accountant and able to operate 
Remington bookkeeping machine.”
The impression obtained from this ad­
vertisement is that the advertiser is of the 
opinion that C.P.A. is a college degree 
granted to people without the slightest 
amount of practical experience.
It is just another incident indicating 
that a portion of the public still needs to 
be educated as to what a certified public 
accountant is.
Some years ago one of the State so­
cieties in New England undertook an edu­
cational program and if the writer re­
members correctly one of the southern 
State societies did likewise. Individual 
effort along these lines is frowned upon 
as unethical advertising if such unsolicited 
information is imparted to the people that 
are not clients. It is logical for the so­
cieties to undertake such a program as 
then no particular individual will be fa­
vored.
Some people are of the opinion that an 
accountant and auditor is a detective and 
an audit is a reflection on the bookkeeper 
as evidenced by the remark, “I do not 
need an audit, my bookkeeper is honest.” 
Others think that having the bookkeeper 
across the street check back the trial bal­
ance constitutes an audit.
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Barron Collier said that if a thing is of 
value to the public it is worth advertising. 
Therefore, it is logical to conclude that if 
the accountants’ and auditors’ services are 
of value to the public they are worth 
advertising. I f  they are not worth adver­
tising then they must be of no value to 
the public. From the recognition that ac­
counting services are being accorded by 
the various governmental agencies, banks, 
stock exchanges, credit agencies and pro­
gressive business houses, the logical con­
clusion to be drawn is that they are of 
value to the public.
Often the medical and legal professions 
are cited as professions that do not adver­
tise. It must be remembered that the 
former is an old recognized profession. 
From childhood everyone comes more or 
less in contact with the medical profession. 
Even the savage and uncivilized people 
have their medicine men and witch doc­
tors who practice a crude sort of medi­
cine. Skeletons unearthed in South 
America indicate that over a thousand 
years ago successful trephining operations 
were performed by the people then in­
habiting that part of the globe. News­
paper accounts of trials and contesting of 
wills familiarize people with the legal pro­
fession. Court procedure is baffling to 
most people. It is natural and wise that 
they turn to lawyers for advice and guid­
ance. It has been said that “the man who 
is his own counsel has a fool for a client.” 
The legal profession has been established 
for centuries. Professions that have for 
so great a length of time become an in­
tegral part of our life need no advertising.
Accountancy is a mere infant compared 
to these older professions. In 1896, at 
the passage of the New York C.P.A. law, 
the first one in this country, accountancy 
became thereby recognized as a profession. 
Before that time a public accountant was 
most often considered as a bookkeeper 
without a position.
The writer does not advocate that indi­
vidual type of advertising by circular and 
other mediums stating monthly services at 
$5.00 and up, but rather one of a dignified 
group educational type. A definite so­
ciety educational program should bring 
gratifying results to both the public and
the individual members of the profes­
sion. Businesses will retain accountants 
at a time when they can offer helpful ad­
vice instead of calling in accountants to 
hold a post mortem over the remains. 
Business and the accounting profession 
will mutually benefit therefrom. There will 
be less wrecks along the road of business 
and the accountant will receive greater 
recognition.
W e are not living in the past but in 
the present with the future before us. 
The future will largely be what we make 
it. The professional organizations should 
give this subject serious consideration.
Municipal Audits
The Chattanooga Chapter of the Ten­
nessee Society has set an example of co­
operative effort which might well be 
emulated by other chapters or State so­
cieties. It is a type of public service ren­
dered by a professional body which will 
certainly react to the individual members 
of the profession even though they may 
not be the ones chosen to perform the 
service.
The result of this cooperative movement 
is that a Citizens Audit Committee has 
been named composed of six well-known 
business men of Chattanooga who will 
set the specifications for the proposed 
county audit as well as engage the ac­
counting firm to do the work.
The communication presented to the 
judge of the county court and furnished 
the press, was as follows:
Since it is the expressed intention of 
the County Judge of Hamilton County 
and the recommendation of certain legis­
lators from Hamilton County that an audit 
of the books of Hamilton County be made, 
this Chapter desires to place itself on 
record as follows:
1. That the audit should preferably be 
conducted by Certified Public Accountants 
of Tennessee having no office in Hamilton 
County, Tennessee, which position was 
enunciated in former resolutions of this 
Chapter, and from which position the 
Chapter does not recede at this time.
2. That if the audit is to prove of real 
value it should be conducted on a per diem
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basis without any r estrictions as to the 
time involved or the scope of the work to 
be covered.
3. That all accountants engaged on this 
assignment should have two years or more 
public accounting experience.
4. That the accountants employed 
should be given full authority within their 
discretion to examine any and all ac­
counts and records pertaining to such 
audit, and to have full access thereto.
5. W e suggest that the County Court, 
by appropriate resolution, authorize and 
empower the four Judges of Hamilton 
County named below to employ the Certi­
fied Public Accountants to make this 
audit: Judge J .  Lon Foust, Judge C. W. 
Lusk, Judge L. D. Miller, and Judge Os­
car Yarnell.
6. That a sufficient sum should be set 
aside in escrow from current revenues to 
assure prompt payment of the accountants’ 
fees.
7. That there should be no submission 
of any preliminary report during the 
progress of the audit, either oral or writ­
ten, and that all information relative to 
the accountants’ findings should be de­
ferred until the completed report shall 
have been delivered.
8. Since it is apparent that the members 
of the County Court or the Judge of the 
County Court and certain legislators de­
sire the appointment of local accountants, 
it is further agreed by the members of the 
Chattanooga Chapter of Certified Public 
Accountants that no member shall submit 
an individual bid, but should any member 
be selected by the designated authority, 
their fees would be as follows: Certified 
Public Accountant in charge $50.00 per 
day, Certified Public Accountant assisting 
on the audit $25.00 per day, non-certified 
accountant employed, $20.00 per day. Not 
more than 8-hours shall constitute a work­
ing day. Payment for services rendered 
shall be made promptly upon presentation 
of a bill every fifteen days.
9. The members of the Chapter, realiz­
ing the great importance of this audit, hold 
themselves in readiness at any time to ren­
der such services as they may, in a con­
sulting capacity, to whomever may be 
employed to do the work.
Georgia Accountancy Law
An Act to Amend Title 84 ( ‘‘Profes­
sions, Businesses, and Trades”), Chapter 
84-2 ( “Accountants” ) of the Code of 
Georgia of 1933, by providing for a State 
Board of Accountancy, and defining its 
powers and duties; by prescribing the 
qualifications for certified public account­
ants ; by providing for the issuance of cer­
tificates to such accountants, and for re­
voking or cancelling the same; by provid­
ing for the payment of annual registration 
fees; by providing penalties for violations 
of said chapter, and to amend said Title 
84, Chapter 84-99, Section 84-9902 of said 
Code of Georgia of 1933; by providing 
penalties for the violations of said Title as 
amended; and for other purposes
Be it enacted by the General Assembly 
of Georgia that Title 84 be amended to 
read as follows:
84-201. The State Board of Account­
ancy shall consist of five members to be ap­
pointed by the Governor for a term of three 
years, four of whom  shall be certified pub­
lic accountants, three of whom have been 
practicing as such in the State of Georgia, 
under certificates issued by this state, for 
at least four years. One member of said 
board shall be a practicing attorney at law. 
The members of the Board of Examiners 
for Public Accountancy, in office on April 
1, 1935, shall continue in office for the re­
mainder of their respective unexpired 
terms as members of the State Board of 
Accountancy. The remaining members of 
the State Board of Accountancy shall be 
appointed as of April 1, 1935. No member 
of said board shall serve as such for more 
than two consecutive terms. Any member 
of the board may be removed by the Gov­
ernor for misconduct, incompetency, or 
neglect of duty. Vacancies shall be filled 
by appointment by the Governor for the 
unexpired term. The members of the 
board shall receive $7.00 for each day of 
actual attendance upon meetings of the 
board, and actual traveling expenses.
Section 84-202. Said State Board of 
Accountancy is charged with the duty of 
administering and enforcing this law, and 
shall have the power to make and promul­
gate rules and regulations not inconsistent 
with this law ; to have and use a seal, com­
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pel the attendance of witnesses, take 
testimony and receive proofs concerning 
all matters within its jurisdiction; and any 
members thereof may administer oaths to 
such witnesses. The board or any member 
thereof designated by the board, may con­
fer with similar boards of other states, or 
attend meetings, for the purpose of obtain­
ing information for the advancement of the 
profession and the standards thereof.
84-203. The board shall annually elect 
one of its accountant members as chair­
man. It shall provide for the preservation 
of all applications, and of a record of its 
proceedings, and for the maintenance of a 
register of persons applying for and/or re­
ceiving certificates under this chapter, 
which register shall contain the names and 
addresses of all such persons. Any official 
record of the board, or a certified copy 
thereof, certified by the Joint-Secretary 
under the seal of the board, shall be ad­
missible in evidence in any court in this 
State without further proof.
84-204. A  majority of the board shall 
constitute a quorum. Three days’ notice 
of any meeting shall be given by the Chair­
man or the Joint-Secretary, but meetings 
may be held without such notice if all mem­
bers are present. The board shall meet at 
least twice in each year for the purpose of 
conducting examinations and shall publish 
notice of the time and place of such meet­
ings at least three consecutive days in daily 
newspapers published in three different 
cities in this State, at least thirty days be­
fore the date of any such meeting. The 
board may require applicants to appear per­
sonally for oral examination, and may re­
quire the production of such documentary 
evidence as the board may deem necessary 
to establish the qualifications of the ap­
plicant.
84-205. Each applicant shall pay with 
his application a fee of $25.00. The ap­
plication shall be on a form provided by 
the board. The fee shall entitle the appli­
cant to the examination, and if found 
qualified, and certified, to a registration 
card, which shall expire on December 31 
of the year in which same is issued. Each 
certified public accountant shall annually 
renew his registration card by the pay­
ment of a fee of $5.00 and complying with
such regulations as may be prescribed by 
the board, not inconsistent with this act. 
All fees and moneys received by the board 
shall be paid to the State Treasury as 
otherwise provided by law, and same are 
hereby allocated to said board, for the pur­
pose of paying the expenses of the board 
and the expense incurred in the adminis­
tration of this Law.
84-206. The board shall annually, in 
January of each year, prepare a printed 
register, containing a copy of this act, and 
an alphabetical list of the names, certificate 
numbers, business connections, and ad­
dresses of all certified public accountants 
to whom registration cards have been is­
sued for that year. Copies of such register 
shall be mailed to the clerk of the superior 
court of each county, to each bank in the 
state, to each certified public accountant, 
and to such other persons as the board may 
deem necessary.
84-207. Applicants for certificates as 
certified public accountants must be citizens 
of the United States and residents of this 
state, over the age of twenty-one years, 
and of good moral character. They must 
have completed at least a four year high 
school course, or have received the equiva­
lent in commercial experience in accounting 
prior to the date of application, the value 
of any such experience to be determined 
by the board. Such applicants must have 
had at least three years’ continuous experi­
ence in public accounting immediately pre­
ceding the date of issuance of certificate. 
The board may, in its descretion, accept 
four years’ continuous practice or employ­
ment as a revenue agent in the Internal 
Revenue Department of the United States 
in the examination of income tax returns, 
or four years’ continuous employment by 
this state in the examination of financial 
records, in lieu of two years’ experience in 
public accounting; and may accept evidence 
of sufficient technical education in account­
ing in lieu of one year of public accounting 
experience, the sufficiency of any such edu­
cation to be determined by the board. The 
board may waive the requirement of two 
years’ continuous experience in public ac­
counting if the applicant has had five years 
of practical experience in public account­
ing and the last year of such experience
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immediately preceded the issuance of the 
certificate.
84-208. The board shall conduct ex­
aminations of all applicants for certifica­
tion as certified public accountants and 
shall propound to such applicants questions 
in writing, or orally, as the board may deem 
advisable, which will demonstrate the 
knowledge of such applicant of theory of 
accounts and practical accounting, auditing, 
commercial law, or any other related sub­
ject which the board may deem it proper 
to examine such applicant. I f  such appli­
cant satisfactorily passes such examination, 
and complies with this law and the rules 
and regulations of the board, he shall be 
certified by the board as a certified public 
accountant.
84-209. The board may in its discretion, 
without examination, issue certificates as 
certified public accountants to applicants 
who hold valid and unrevoked certificates 
as certified public accountants issued by 
another state, or political subdivision of the 
United States, or by or under authority 
of a foreign country; provided such ap­
plicant complies with this law, and the 
rules of the board, and the certificate held 
by him was issued after an examination 
which in the judgment of the board was 
the equivalent of the standard established 
by it. Provided further, that such privileges 
are extended by the state, political sub­
division, or foreign country, originally cer­
tifying such applicant to citizens of this 
state.
84-210. Any certificate or registration 
card issued by the board may be revoked 
and cancelled, or suspended for a definite 
period, after a hearing, for any violation 
of this chapter, or in the event the holder 
of such certificate or registration card is 
convicted of an offense involving moral 
turpitude, or for any other cause which the 
board may deem sufficient. Before any 
such certificate or registration card may be 
revoked or suspended the board shall give 
written notice to the holder thereof of the 
charges brought against him which may be 
preferred by any citizen of this state, or 
brought by the board of its own motion. 
Such notice shall be mailed to the holder 
of such certificate or registration card 
thirty days before the date fixed for hear­
ing thereon. The Attorney General, or an 
assistant designated by him, shall represent 
the board and the interests of the public. 
The defendant shall have the right to be 
represented by counsel. I f  the board shall 
find that the charges against such applicant 
have been sustained it shall enter an order 
revoking or suspending such certificate or 
registration card as herein provided. Such 
order shall become effective at the end of 
thirty days from the date thereof, unless 
the defendant shall, within said thirty days, 
present a petition for certiorari to a Judge 
of the Superior Court of Fulton County 
and procure an order of sanction thereon. 
In the event of filing and sanction of such 
petition for certiorari such cause shall be 
reviewed in the Superior Court of Fulton 
County as other proceedings by certiorari. 
The defendant shall give bond as required 
by law for payment of the cost.
84-211. The holder of a valid and un­
revoked certificate as a certified public ac­
countant, or its equivalent, issued under the 
authority of any state or political sub­
division of the state, or any foreign coun­
try, who is not a resident of the State of 
Georgia, may practice accountancy in this 
state by registering with the board on or 
before January 1, of each year, and paying 
a fee of $10.00. Upon the payment of such 
fee the board shall issue a certificate of 
such registration, provided that this fee 
shall not be assessed against residents of 
states not assessing residents of this state.
84-212. Any person who has received 
from the board a certificate as herein pro­
vided for shall be known as a “Certified 
Public Accountant” and shall be authorized 
to practice as such, and to use such title, 
or the abbreviation “C.P.A.” in so doing.
84-213. It shall be unlawful: For any 
person other than a certified public ac­
countant, certified and registered as pro­
vided by this act, to practice as a certified 
public accountant, or hold himself out as. 
or assume to practice as a certified public 
accountant, or use the term “Certified Pub­
lic Accountant,” or the abbreviation 
“C.P.A.,” or otherwise employ any desig­
nation, as a member of a firm or other­
wise, calculated to deceive the public or 
convey the impression that such person is 
a certified public accountant; for any mem­
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ber of a firm or association to announce or 
state in writing or printing, by advertise­
ment or otherwise, that such firm is prac­
ticing as “Certified Public Accountants” 
unless all members of the firm are holders 
of valid and unrevoked certificates and are 
certified public accountants within the 
meaning of this law; for any person to 
practice as a certified public accountant if 
his certificate has been revoked, or during 
any suspension thereof, or without renew­
ing his registration card annually, as pro­
vided by this chapter; for any person to 
buy, sell, give or obtain a certificate as a 
certified public accountant in any manner 
other than that provided by this act, or to 
practice or attempt to practice under any 
such certificate obtained other than that 
provided for in this act; for any certified 
public accountant to knowingly certify to 
any false or fraudulent report, certificate, 
exhibit, schedule or statement.
84-214. This chapter shall not be con­
strued to invalidate any certificates granted 
under the Accountancy Act of August 17, 
1908, but such certificates shall have the 
same status as those issued under this act, 
provided that the holders of such certifi­
cates shall annually renew same as herein 
provided for. Nor shall this chapter in­
validate any credits heretofore granted to 
applicant for certificates under said Act 
of August 17, 1908.
84-99. I f  any person shall hold himself 
out as having received a certificate pro­
vided for in Chapter 84-2 on the subject of 
Certified Public Accountant, or shall as­
sume to practice thereunder as a Certified 
Public Accountant, or use the initials 
“C.P.A.” without having received such 
certificate, or if the same shall have been 
revoked he shall be guilty of a misdemea­
nor, and shall be sentenced to pay not ex­
ceeding $500.00 or less than $200.00. Any 
person who shall violate any other pro­
vision of Chapter 84-2 of this Title shall 
be guilty of a misdemeanor, and shall on 
conviction be punished as provided by law. 
March 29, 1935.
Montana Law
An act to amend Sections 1, 2 and 3 of 
Chapter 46, session laws of the twenty- 
third Legislative Assembly of Montana,
1933; being an act to regulate the practice 
of the profession of public accounting or 
auditing; providing for the qualifications, 
examination and admission of applicants 
and the issuance of certificates thereto; 
providing for an Examining Board and 
the powers thereof.
B e  it enacted  by the legislative assem bly  
o f  the State o f  M ontana:
Section 1. That section 1 of chapter 
46 of the session laws of the twenty-third 
legislative assembly of Montana, 1933, be, 
and the same is hereby amended to read 
as follows:
Section 1. Any citizen, or person who 
has bona fide declared his intention to 
become a citizen of the United States, 
over the age of twenty-one years, of good 
moral character, and who possesses the 
qualifications of learning, ability, experi­
ence and residence hereinafter provided, 
is entitled to admission as a certified pub­
lic accountant of this state. All persons 
are certified public accountants of this 
state who are now entitled to practise as 
certified public accountants therein, and 
every person is entitled to be certified by 
the state university of Montana (herein­
after referred to as the university) as a 
certified public accountant who shall have 
been engaged in public accounting or au­
diting exclusively and continuously for 
at least five years before making applica­
tion to the university for a certificate as 
a certified public accountant, and who 
shall produce satisfactory evidence of 
good moral character, is a graduate of a 
high-school having a four-year course, or 
possessed of an equivalent education, and 
is a resident of the state of Montana for 
at least one year immediately preceding 
the date of his application. The univer­
sity is hereby directed to issue to such 
person a certificate entitling him to prac­
tise as a certified public accountant, and 
to employ the title of “certified public ac­
countant” or the abbreviation “C. P. A .” 
Any person employed by the state of 
Montana as state accountant, corporation 
license-tax auditor or/and income-tax su­
pervisor, state examiner, or assistant or 
deputy state examiner, shall be deemed to 
be engaged in public accounting or audit­
ing. Any person who has not been en­
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gaged in public accounting or auditing ex­
clusively and continuously for at least five 
years and who desires to receive a certifi­
cate entitling him to practise as a certified 
public accountant must submit to and suc­
cessfully pass a written examination at the 
hands of the board of examiners in ac­
countancy in the subjects of auditing, ac­
counting and commercial law as affecting 
accountancy, together with such other re­
lated subjects as the university may desig­
nate. Such person must be a citizen of 
the United States or have declared his 
intention to become a citizen of the United 
States, a resident of the state of Montana 
at least one year, a graduate of a high­
school having a four-year course or be 
possessed of an equivalent education, and 
produce satisfactory evidence of good 
moral character at the time he makes ap­
plication to take such examination.
Section 2. That section 2 of chapter 46 
of the session laws of the twenty-third 
legislative assembly of Montana, 1933, be, 
and the same is hereby amended to read 
as follows:
Section 2. Every person who is a citizen 
of the United States or who has bona 
fide declared his intention to become a 
citizen of the United States, who has been 
a resident of the state of Montana at least 
one year, and who is the holder of a valid 
certificate as certified public accountant, 
issued by another state where the require­
ments entitling him to practise as such cer­
tified public accountant are substantially 
equivalent to those of this state, may be 
admitted to practise as a certified public 
accountant in this state upon the produc­
tion of his certificate and satisfactory evi­
dence of good moral character; but the 
university may examine the applicant as to 
his qualifications and if it finds the appli­
cant qualified, it may issue a certificate in 
such form as to clearly indicate the condi­
tions under which the same was issued.
Section 3. That section 3 of chapter 46 
of the session laws of the twenty-third 
legislative assembly of Montana, 1933, be, 
and the same is hereby amended to read 
as follows:
Section 3. For the purpose of deter­
mining the qualifications of persons ap­
plying for examination, under the provi­
sions of section 1 of this act, the state 
board of education shall appoint a board 
of examiners in accountancy, consisting 
of three members, each of whom shall 
possess a certificate as certified public ac­
countant issued under the authority of this 
act. The members first appointed on the 
board hereunder shall hold their offices 
until July, 1935. The members subse­
quently appointed on the board shall hold 
their offices for the period of one year, 
and until their successors are appointed 
and qualified.
Section 4. All acts and parts of acts in 
conflict herewith are hereby repealed.
Section 5. This act shall be in full force 
and effect from and after its passage and 
approval.
Approved, March 5, 1935.
Accounting Instructors
Officers elected at the annual meeting of 
the American Association of University 
Instructors in Accounting a re : President, 
Howard S. Noble of the University of 
California, Los Angeles; Vice-President, 
Clem W . Collins of the University of Den­
ver; Secretary-Treasurer, Chas. F . Schlat­
ter of the University of Illinois, Urbana.
Hotel Accountants
F. M. Thudson, C.P.A., of New York 
has been elected president and William 
J . Forster, C.P.A., has been elected first 
vice-president of the Hotel Accountants 
Association. Both Mr. Thudson and Mr. 
Forster are members of The American 
Society.
Coal Operators
J . J .  Sellers, C.P.A., of Roanoke, V ir­
ginia, was elected president of the Virginia 
Coal Operators Association at the seven­
teenth annual meeting of that organization 
recently held at Norton, Virginia.
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President William C. Heaton left New 
York Wednesday, March 20, and returned 
on Saturday, April 20. In anticipation of 
his trip he had given to the presidents of 
the State Societies where he would stop, 
the choice of remarks on any one of the 
following three subjects: Cultural B ack ­
ground o f  Accountants, E ffect o f  L eg isla ­
tion on Accountancy Practice, and R ela­
tion o f  Industry to Government.
The first stop was at Detroit, Michigan, 
The State Board of Accountancy was in 
session Thursday, March 21, and Presi­
dent Heaton was invited to attend the 
meeting as a visitor. At noon he was 
guest of the State Board and the president 
and secretary of the Michigan Association 
for luncheon at the Detroit Athletic Club. 
Thursday evening a dinner meeting of the 
Michigan Association was held at the 
Statler Hotel. Francis E. Ross, C.P.A., 
who has charge of the elections being 
conducted by the Automobile Labor 
Board, explained the process by which the 
elections were being conducted. President 
Heaton spoke on “The Effect of Legisla­
tion,” after which a discussion was had 
for over an hour.
Friday morning Merle Yockey, presi­
dent of the Michigan Association, drove 
President Heaton and Secretary Springer 
to Lansing, the capital. A call was made 
on the Governor and other State officials. 
Sufficient time was spent in the senate and 
house to watch a bill passed in each body. 
At noon the members of the Central 
Michigan Chapter had a luncheon at the 
Hotel Olds. Practically all of the Lansing 
accountants were present, as well as some 
from Battle Creek. President Yockey, 
Secretary Springer and President Heaton 
spoke, and an hour was spent in general 
discussion. Later in the afternoon the 
trio went to Grand Rapids where a din­
ner meeting of the Western Michigan 
Chapter was held at the Grand Rapids 
Club with members present from Muske­
gon, Grand Haven, Holland and Kala­
mazoo. It was nearly midnight when this 
meeting was concluded.
Saturday morning President Heaton left 
Grand Rapids for Niles. Here he was met
by J . R. Wharton of South Bend, Indiana, 
and autoed to South Bend  where a lunch­
eon for the accountants in Northern In­
diana was held at the Hotel La Salle. Fol­
lowing the luncheon, the meeting took the 
form of a round-table discussion and an 
hour and a half passed very quickly, fol­
lowing which President Heaton took the 
train for Chicago.
At Chicago, Saturday evening, he met 
officers and committeemen of The Amer­
ican Society for an informal discussion of 
accountancy problems, and Sunday morn­
ing he devoted considerable time with 
former president Ellis, Chairman of the 
Advisory Committee, in a detailed consid­
eration of Society problems.
Monday was spent at Minneapolis. Dur­
ing the day he met with State Society lead­
ers, and in the evening the dinner meeting 
at the Curtis Hotel called together a hun­
dred members of the profession. The meet­
ing was presided over by former president 
Peisch, now the president of the Minne­
sota Society. President Heaton spoke on 
“The Cultural Background.” The news­
papers not only gave considerable space 
to his presence, but each of the three sent 
a staff photographer who secured results 
which showed up well in print.
Tuesday was spent at D es M oines. His 
first conference there was with Messrs. 
McGladrey and Brooks of the State 
Board, and Prouty, president of the State 
Society, who were to see the Governor 
that day with reference to State audits. 
Iowa has had audits made by independent 
practitioners and by the State employees. 
The Governor was making a study of the 
merits of the respective plans and had 
invited his committee to meet him. They, 
in turn, sought such assistance as Presi­
dent Heaton could give them with regard 
to the developments in New Jersey where 
both plans had also been tried. At lunch­
eon time there was an informal discussion 
on purely technical problems. The dinner 
meeting was well attended and after the 
address an extended discussion developed.
Wednesday was spent at Omaha. At 
the dinner meeting, held at the Hotel Fon­
tenelle and presided over by President
1935 T H E  C E R T IF IE D  P U B L IC  ACCOUN TANT 305
Loucks of the Nebraska Society, Presi­
dent Heaton spoke on “The Effect of 
Legislation.” The address was followed 
by the usual discussion.
Thursday was spent at Denver, Colo­
rado. Messrs. Nelson and Davies, presi­
dent and secretary of the State Society, 
and Morrison, vice-president of The 
American Society, took Heaton on a trip 
through the mountain parks to Echo Lake. 
This is one of the beautiful trips for which 
Colorado is noted. The dinner meeting 
was at Cherry Hills Country Club with 
better than the average attendance. Fol­
lowing President Heaton’s remarks the 
usual question-and-answer period was had, 
entered into by all of the members present. 
The reporter for the R ocky  Mountain 
N ew s  did justice to the visit, utilizing as 
a heading for his story, “Accountants 
Hear Plea for a Revamped N. R. A.”
Leaving Denver early Friday morning, 
Cheyenne, Wyoming, was reached at noon. 
Most of the profession in Wyoming is 
centered around Casper. Last year the 
Wyoming meeting was held at Casper. 
This year it did not seem possible to take 
the extra day involved. No formal pro­
gram was prepared, but the afternoon was 
spent in discussing with those present 
general as well as local accountancy 
problems.
Salt L a k e  City was reached Saturday 
morning, usually an unfortunate day for 
a meeting, but the luncheon which had 
been arranged at the Salt Lake City Club 
developed practically one hundred per 
cent attendance. The president of the So­
ciety, R. G. Abbey, was out of the State, 
and Harold L. Child, the vice-president, 
presided. On request, President Heaton 
devoted part of his time to a discussion 
of “The Effect of Legislation,” and part 
to a presentation of “The Cultural Back­
ground.”
Utah has in J. Percy Goddard one of 
two men in the United States who have 
served on the State Board for a period of 
twenty-five years. He maintains his inter­
est in the State Society, and the Secretary 
believes that he has been present at each 
meeting held in connection with every trip 
made by an officer of The American 
Society.
Alan Grant Mann, secretary of the State 
Society, and Mr. Child took President 
Heaton on an enjoyable trip through near­
by canyons.
Reporters from three different newspa­
pers interviewed him during his stay. Lin­
coln Kelly was in Washington for a few 
days after the meeting and told the Secre­
tary that the boys very much enjoyed the 
talks which President Heaton gave them.
Spending Sunday in Salt Lake City, 
Boise, Idaho was reached early Monday 
morning. The Idaho accountants, although 
few in number and quite widely scattered 
a s  to location, have been wide-awake and 
have successfully developed some policies 
which would do credit to a much larger 
group. A s  already noted in previous is­
sues of T h e  C e r t i f i e d  P u b l i c  A c c o u n t ­
a n t , they prepared a governmental audit 
program which met with the approval of 
the legislature and was enacted into law. 
The entire day until four o’clock was a 
very busy one. A luncheon meeting was 
had at the Owyhee Hotel.
Portland  was reached early Tuesday 
morning. This was another busy day. 
First he attended a regular meeting of the 
Breakfast Club. Here he was joined by 
Parry Barnes of Kansas City, upon whom 
much of the local responsibility for the 
1935 meeting of The American Society 
will rest. During the morning he met 
several of the local accountants. At noon 
he spoke on “The Relation of Industry to 
Government” before the Junior Chamber 
of Commerce. In the afternoon a trip up 
the Columbia River Highway added to 
the pleasures which had been his since 
leaving New York. At the dinner meeting 
at the Hotel Benson, presided over by 
President Farnand of the Oregon Society, 
he spoke on “The Effect of Legislation.” 
There was a large attendance at the meet­
ing. The entire day was well advertised 
in the local papers.
In anticipation of the Seattle visit, the 
Secretary had received a telegram reading, 
“Would Heaton prefer to rest, talk, or 
see sights while here?” From the reports 
received, we judge that he did a little of 
each, with less, however, of the first than 
of the other two.
The morning of the first day was util­
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ized by Director Racine, accompanied by 
former vice-president Strout, in showing 
Heaton the city. A  luncheon was held at 
the Washington Athletic Club, attended 
by officials of the State Society, Seattle 
Chapter, and State Board, where there 
was an informal round-table discussion on 
accountancy matters. A little more city 
riding in the afternoon prepared the presi­
dent for the dinner meeting at the same 
place where there was an unusually large 
turnout. Following the address, questions 
were asked, and even after adjournment 
an informal discussion continued. Thurs­
day, Director Racine chaperoned a trip to 
Mount Rainier, another of the scenic beau­
ties of the West.
Saturday morning, April 6, President 
Heaton reached Sacram ento, the capital of 
California. There is no chapter of the 
State Society at Sacramento, but in all of 
the trips which have been made by officers 
of The American Society, one of the in­
teresting meetings has always been assured 
at that place, which meeting has always 
been arranged by Charles Lumbard. 
Around any State capital there are always 
numerous officials who are interested in 
accountancy matters, and the profession, 
although relatively few may be residents 
of the city, finds itself drawn to the capi­
tal on many occasions. This particular day 
happened to be the opening of the Pacific 
Coast Baseball season and a State civil 
service examination was being held with 
nearly seven hundred candidates trying 
out for the various places to be filled. 
Among that group were some C. P. A’s, 
and yet the luncheon meeting at the Hotel 
Senator was attended by twenty. William 
Dolge of San Francisco, drove over to 
Sacramento and took President Heaton 
through a very steady and somewhat heavy 
rainstorm to Berkeley .
Sunday was spent with an old friend at 
M onterey  and Monday morning he came 
back to San Francisco where an informal 
meeting and luncheon session had been 
arranged by A. DeWitt Alexander, presi­
dent of the San Francisco Chapter, which 
resulted in a two-hour exchange of 
opinions.
A night trip brought President Heaton 
to L os  Angeles at eight o’clock Tuesday
morning. A welcoming committee met him 
at the station and took him to the Los 
Angeles Athletic Club. During the morn­
ing a committee composed of Messrs. 
Thomson, Cole, Mills and Rudd kept him 
busy. At noon a luncheon conference with 
chapter officials, some past and some 
present, devoted the time to a discussion 
of administrative problems. In the after­
noon, Richard Cole, one of past president 
Ralph’s boys, took President Heaton for 
an airplane ride, enabling him to be given 
a practical lesson in geography which is 
always appreciated. The chapter’s regular 
April meeting at the Elks’ Club had been 
changed to fit it in with this visit and over 
one hundred attended. William Bell of 
New York City and Francis Ross of 
Michigan were present. The discussion 
in the evening had to do with “The Effect 
of Legislation.” The California Legisla­
ture has a regulatory bill before it and the 
discussion was entered into by both pro­
ponents and opponents of regulation.
Wednesday, former president Cole took 
Heaton, W . C. Graves, president of the 
Los Angeles Chapter, and Henry Thomson 
of the Reception Committee, for an ex­
tended trip viewing the wild flowers of 
southern California. On his return, Presi­
dent Heaton said that it was the most 
wonderful, unique and beautiful sight that 
he had ever seen. (Other cities visited 
please skip.)
P hoenix , Arizona, was the next stop. 
The Arizona Society has made very rapid 
strides in the two years since its reorgan­
ization. It utilized the visit of President 
Heaton as the time for holding its annual 
meeting at the Hotel Adams. In the morn­
ing he was driven out to the State Teach­
ers’ College at Tempe where he spoke to 
the advanced accounting class. In the af­
ternoon he addressed the regular meeting 
on “The Effect of Legislation.” This was 
followed by a round-table discussion at 
which questions were asked and answered 
freely. At the dinner meeting in the Hotel 
Adams he talked on “The Cultural Back­
ground.” As indicating the development 
of the profession in that State, there were 
present the Governor and his wife, the 
Attorney-General, the State T ax Commis­
sioner, the State Auditor, the Mayor of 
the City, the president of the Phoenix
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Chamber of Commerce and several other 
officials. Here, again, the local press were 
very generous in the publicity given to 
the profession in connection with Presi­
dent Heaton’s visit.
On the Western run, President Heaton 
had escaped the dust storms going through 
Iowa and Nebraska, but in leaving Phoe­
nix for El Paso, Texas, he had a touch 
of the edge of one with visibility limited 
to about a third or, at most, a half mile.
Three stops were made in Texas, the 
President being routed through the south­
ern section of the State. The first was at 
E l P aso  which was reached Friday after­
noon, April 12. In the afternoon Messrs. 
Bixler and Pogson gave the President an 
auto trip across the Rio Grande into Jua­
rez, Mexico, where things are exceedingly 
interesting and decidedly different. At 
six o’clock a group of ten, the largest num­
ber of local accountants ever gathered for 
a meal, had dinner at the Paso Del Norte. 
The informal discussion which followed 
was entered into by all those present.
San Antonio was reached Saturday af­
ternoon. Past president Upleger, accom­
panied by F. L. Wilcox, member of the 
State Board and director of the State 
Society, had driven down to participate 
in the festivities. During the afternoon 
the guests were driven around the city, 
visiting the Alamo, the Spanish Governor’s 
palace, and all the various points of in­
terest. The dinner at the Blue Bonnet 
Hotel was well attended. F. G. Rogers 
acted as toastmaster. Sunday morning 
President Heaton was shown the old Span­
ish missions and other outlying points of 
interest. Later a group of the certified 
men discussed for a couple of hours the 
more intimate problems affecting the pro­
fession. This was followed by a Mexican 
dinner, after which Upleger chauffeured 
Heaton to Waco, giving him a 240-mile 
ride through the heart of Texas.
Spending Sunday night at W aco, they 
left early Monday morning for Houston, 
stopping at College Station  to pick up T. 
W. Leland, president of the Texas State 
Society, who is Professor of Accounting 
there, and going on to Houston for the 
evening meeting.
Houston  was reached Monday after­
noon. During the afternoon several of the 
accountants got together to discuss infor­
mally the various professional problems. 
At the dinner meeting George Armistead, 
one of the leading accountants of the State 
and President of the American Institute 
of Accountants, graced the occasion as 
toastmaster.
When N ew  Orleans was reached Tues­
day morning, President Heaton and past 
president Upleger were met at the train 
by the entertainment committee of the 
Louisiana Society, consisting of Henry J . 
Miller, former president of The American 
Society, George E . Conroy, president of 
the Louisiana Society, and Messrs. Darby 
Sere, Thomas Williams and John A. Pey­
roux. The pair were interviewed and pho­
tographed. The interview appeared in the 
local papers. The photograph was a fail­
ure. The group was taken by Henry Mil­
ler to his home and visited until luncheon 
was served under the direction of Mrs. 
Miller. In the afternoon two automobiles 
made a short tour of the city, visiting the 
New Orleans airport, the residential sec­
tions, with a short stop at Loyola Univer­
sity, and further stops at the homes of 
other members of the entertainment com­
mittee. At Loyola University they had 
the privilege of renewing their acquaint­
ance with Father Butt, the Regent of the 
School of Commerce, who has attended 
several of the annual meetings of The 
American Society, as well as meeting 
Father Hynes, President of the Univer­
sity, and Father Maring, Professor of 
Mathematics.
The dinner was at Broussard’s Restau­
rant and was attended by a hundred. 
President Conroy presided. He first intro­
duced two non-resident members of The 
American Society, Charles S. McCulloh 
of New York who for many years was a 
member of the State Board of Examiners 
of that State, and Arthur C. Upleger of 
Texas. Upleger’s knowledge of the patois 
of Louisiana, as exhibited in some of his 
dialect stories, was rather surprising to 
those with whom he was not acquainted. 
Henry Miller introduced President Hea­
ton who spoke on “The Relation of Gov­
ernment to Industry.” While the first
308 T H E  C E R T IF IE D  P U B L IC  ACCOUN TANT M ay,
photograph secured at the depot was not 
a success, later ones afforded an oppor­
tunity to add to the publicity for which 
New Orleans is famous. The best was 
a three-column cut secured by the Times- 
P icayune at the banquet, showing Presi­
dent Heaton, President Conroy, Charles S. 
McCulloh and Arthur C. Upleger as they 
appeared at the banquet table.
Wednesday, April 17, President Heaton 
reached M obile in time for a one o’clock 
luncheon at the Battle House. Following 
the luncheon, he spoke on “The Cultural 
Background.” This was followed by a 
general discussion for the purpose of com­
paring local accounting practices with 
those in other places visited by the speak­
er. After two hours in discussing profes­
sional matters, President Dukes showed 
President Heaton the beauties of Alabama 
as reflected in the Bellingrath Gardens lo­
cated twenty-five miles from Mobile.
Thursday morning found President 
Heaton in Atlanta. During the morning 
he met a number of the local accountants, 
and at noon a luncheon meeting had been 
arranged at the Atlanta Athletic Club. 
The president’s address was followed by 
an informal discussion. E. W . Gottenstra­
ter, vice-president of the Georgia Society, 
assisted by Director Carter, was in charge 
of the arrangements.
The last stop was at Richm ond, V ir­
ginia, where the Virginia accountants had 
arranged for a luncheon meeting at the 
Hotel John Marshall. It was suggested to 
President Heaton that instead of speaking 
on either one of the three named subjects, 
he offer possible solutions for vexing 
problems confronting the profession. This 
change was made and, one after another, 
half a dozen problems were presented, 
and those present asked to take part in 
discussing them after the introduction 
which had been given by President 
Heaton.
Reaching W ashington  Friday night, 
Saturday morning was spent in going over 
with the Secretary the agenda for the 
spring meeting of the Board of Directors 
which will be held April 29 and 30, then 
on to Elizabeth, New Jersey, to rest up 
for tackling the office accumulations, be­
ginning on Monday morning.
Announcements
Announcement is made of the dissolu­
tion of the firm of Collins, Witting & 
Company of Denver, Colorado.
Clem W. Collins, C.P.A., will continue 
his accounting practice under his own name 
at suite 1019 University Building, Denver.
Theodore J. W itting and Donald T. 
Finch, Certified Public Accountants, an­
nounce the organization of a partnership 
under the firm name of W itting and Finch, 
Certified Public Accountants, to continue 
the practice of the former firm in suite 
231-34 First National Bank Building, 
Denver.
Raymond E. Finkel, C.P.A., announces 
his association with Harold N. Finkel, 
C.P.A., under the firm name of Finkel & 
Finkel, Certified Public Accountants, 1212 
Spring Arcade Building, 541 South 
Spring Street, Los Angeles, California.
Robert E. Clinton, C.P.A., and Albert 
C. Clinton, C.P.A., announce their asso­
ciation as partners under the firm name of 
Robert E. Clinton and Company  for the 
general practice of accounting at 1981 
National Bank Building, Detroit, Michi­
gan.
Eppler, Botz and Sangster announce 
the removal of their offices to 31 Nassau 
Street, New York City.
G. W . Schwartz and Daughter, Certified 
Public Accountants, are now located at 29 
South La Salle Street, Chicago, Illinois.
William H. Teasley, C.P.A., has re­
moved his offices to 929 South Catalina 
Street, Los Angeles, California.
Edwin Warren Hart, C.P.A., announces 
the opening of an office at 702 Washington 
Square, Philadelphia, Pa., as consultant in 
Federal and State tax matters.
Noah Bass, C.P.A., is now located at 
551 Fifth Avenue, New York City.
R. E, Niederwiesen Co. announce the 
removal of their offices to Suite 2728-30, 
61 Broadway, New York City.
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Ira C. Nichols, C.P.A., has removed his 
offices to Suite 710, 217 Broadway, New 
York City.
The accounting offices of Becker and 
Rosenberg are now located at 475 Fifth  
Avenue, New York City.
Wm. Clabaugh & Co., Certified Public 
Accountants, announce the removal of 
their offices to the Earle Building, Wash­
ington, D. C.
Bernhard H. Frank, C.P.A., announces 
the removal of his office to 110 East 42nd 
Street, New York City.
Herman Herwood, C.P.A., of New 
York City, was guest speaker at the 
monthly forum of the New York Chap­
ter of the National Institute of Credit on 
the evening of March 21, 1935. He dis­
cussed “Corporate Capital Structures.”
Q u e s t i o n s  and  A n s w e r s  D e p a r t m e n t
E d it o r , W. T. S u n l e y , C.P.A., Educational Director 
International Accountants Society, Inc.
The above heading has appeared regularly since the January issue of 1929.
In the December, 1924 issue the policy was inaugurated of presenting to the 
readers each month a set of examination questions prepared by some one State. 
In the April, 1925 issue John B. Tanner, one of our charter members, presented 
an analysis, discussion and solution of one of the practical problems. With a vary­
ing degree of regularity similar solutions were presented by Mr. Tanner through 
the January issue of 1928. Beginning with the February issue, William T. Sunley, 
an associate, also a charter member, took over the work of providing a solution 
each month. With the January, 1929 issue the “Questions and Answers Depart­
ment” was established under the editorship of Mr. Sunley. The March, 1935 issue 
contained the last presentation of a solution by him.
The first announcement in the March issue recorded the resignation of Sunley 
as Educational Director of the International Accountants Society and his admis­
sion as a general partner of Lawrence Scudder & Company. Changes of this sort 
usually upset to a certain degree at least, one’s relationships to affairs outside his 
regular occupation. Under date of April 23, the Editor received a letter saying: 
“Upon giving the matter further consideration I have decided that it will not be 
possible for me to continue handling the Questions and Answers Department. 
Please consider this my resignation as editor of that department.” The letter was 
signed by the usual term “Bill.”
This reference to a change in department editorship is largely for the purpose 
of acknowledging with gratitude the benefit to the oncoming profession which 
has resulted from these monthly presentations. The best wishes of the profession 
go with him in his return to active practice. We shall hear from him occasionally 
in connection with various technical problems confronting the profession which 
come before our Committee on Technical Affairs, of which he is a valued member.
Beginning with the June issue, the editor of the Questions and Answers De­
partment will be Stephen Gilman, also a charter member, who for several years 
has been Chairman of our Committee on Publication.
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Depreciation and Obsolescence
( Continued, from  page 269)
facie case, it must give way to the facts 
in each particular case if those facts are 
presented and are not inconsistent with 
the rate.”
Finally, the case of Sioux City Bridge Co. 
v. D akota County (260 U.S. 441) indi­
cates that the U. S. Supreme Court re­
gards consistency in taxation as of prime 
importance. In that case, the Court held, 
in dealing with alleged discrimination 
against plaintiff, who resisted a tax as­
sessed in accordance with the law but at a 
time when other taxpayers whose cases 
could no longer be reopened had paid on 
a lower level of assessment, that the plain­
tiff was entitled to have his tax predicated 
on the lower level employed in connection 
with the assessment of the others, although 
the law clearly provided for assessment 
on the higher level on which the challenged 
tax was calculated; that to hold otherwise 
would deny to the plaintiff the constitu­
tional guaranty of equal protection under 
the law.
Enough has been presented, I believe, 
to justify the conclusion that taxpayers, 
whose cause is just, need not feel that they 
are without legal protection or redress.
Here it may be well to emphasize how 
important the element of consistency is in 
the preparation of financial statements. 
Violent change in the allowance for depre­
ciation obviously tends to distort operating 
results. The importance which profes­
sional accountants attribute to consistency 
is clearly revealed by the language of their 
audit reports. Witness, for example, the 
following statement now generally in use: 
“In our opinion . . . the accompany­
ing balance sheet and related statements 
of income and surplus, . . . fairly pre­
sent, in accordance with accepted prin­
ciples o f  accounting consistently main­
tained during the year under review . . .” 
(Italics supplied.)
In recent investigations in which the 
New York Stock Exchange played a 
prominent part, the conclusion was reached 
that accepted accounting principles con­
sistently applied constituted an essential 
requirement in the preparation of financial 
statements. The Securities and Exchange
Commission has indicated a similar en­
lightened attitude toward the subject. 
Likewise, in a recent report of the Com­
mittee on Statistical Reporting and Uni­
form Accounting for Industry, great em­
phasis was placed upon consistent applica­
tion of accounting principles and continu­
ity of their use when once adopted, even 
in those instances where alternative prac­
tices are theoretically permissible.
Before we leave the question of how 
your industry will react to the legislative 
and administrative changes which we have 
discussed, I wish to deal with the probable 
ultimate effect on the depreciation policy 
of your group. It is well known that de­
preciation rates fixed in the past by the 
Revenue Bureau ultimately influenced 
business and industry to the extent that, 
in general, the official rates were adopted 
for all accounting purposes. Will lowered 
depreciation rates eventually be likewise 
adopted by your industry? I do not care 
to risk prophesy, but I doubt very much 
that there will be immediate acquiescence. 
Too few official reports have become avail­
able to indicate the reaction of taxpayers. 
The Minneapolis Honeywell Regulator 
Company, in its 1934 report, states that 
it has adjusted its depreciation rates for 
1934 to those approved for Federal income 
tax purposes. The decrease appears to be 
about 10%. The Johns-Manville report 
for 1934 shows a decrease of about 17% 
but no explanation is offered. At least 
some of the larger companies have thus 
far not taken up in their 1934 reports the 
lower depreciation upon which the Rev­
enue Bureau insists. The 1934 statement 
of Savannah Sugar Refining Corporation 
contains the following statement:
“The customary amount was added to 
the reserve for depreciation, but in this 
connection, we wish to point out that 
the government is contesting the prop­
riety of our reserve, and is seeking to 
reduce our annual additions to this re­
serve from 1932 by over 331/3%. We 
are handling the question with the prop­
per authorities, but until the matter is 
settled we see no reason to change our 
usual practice.”
It is clear, of course, that reduced de­
preciation rates will, everything else being 
equal, result in apparently  larger earnings.
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The presence of increased earnings will 
undoubtedly result in stockholder pressure 
for higher dividends. Larger undistrib­
uted earnings will obviously create supple­
mentary tax problems. I have in mind, 
naturally, the relationship of Sec. 102 of 
the Revenue Act of 1934, which provides 
a 25-35% surtax on corporate profits re­
tained beyond the reasonable needs of the 
enterprise, to higher “earnings” resulting 
from reduced depreciation. And then, 
finally, in this connection, there is the ex­
cess profits tax with respect to which the 
capital fixed in the capital stock tax return 
may not have taken into account increased 
apparent earnings due solely to reduced 
depreciation charges. W e thus see that 
the subject has many angles and that it 
bristles with policy difficulties.
Perhaps for the present, if a decision 
had to be reached immediately, the safest 
policy would be to charge depreciation at 
the rates which the management is con­
vinced are justified, even if these rates are 
higher than approved by the taxing au­
thorities. Whether or not individual issues 
should be carried to the courts is, obvi­
ously, the concern of each separate cor­
poration. Some industries have given con­
certed thought to the problem from the 
point of view of the entire group. 
Whether your industry should likewise 
consider the problem in its most general 
aspect is a matter with which you your­
selves should wrestle.
V. Conclusion: Indirect E ffect o f  the N ew  
D eal on the Chemical and A llied Industries
In the first four sections of this paper 
I have sketched the depreciation policy of 
the Treasury Department and have de­
scribed the changed attitude toward the 
write-off o,f depreciation and the treatment 
of losses resulting from the disposal of 
plant and equipment and other capital as­
sets. I have also shown how important 
the depreciation factor was to your indus­
try and how seriously its operations and 
its fiscal policies were threatened by the 
Treasury’s endeavor to reduce radically 
the annual charges for depreciation.
I am about to present in this concluding 
part of my address the indirect, but never­
theless very real, relationship between the 
changed depreciation policy and expendi­
tures for replacement of fixed assets. In 
doing so I  shall have to refer to certain 
self-contradictory and mutually nullifying 
trends of the “New Deal.” While official­
dom encourages capital expenditures, even 
to the extent of financing them, other 
agencies of the government, through tax 
pressure, tend to postpone replacement 
of capital assets. It is this aspect of the 
“New Deal” which affects your own in­
dustry most intimately.
Critics of government have frequently 
pointed out how the activities of one 
branch of the government checkmate and 
oppose the effects of another division. 
The historian knows that this self-contra­
diction was characteristic of laissez-faire, 
but the man in the street expects thorough­
going official cooperation when govern­
mental functioning is planned. Actuality 
belies the theory both when the planning 
is in the spirit of the “New Deal” and 
when control is administered under the 
older order.
Consider agriculture by way of illustra­
tion. The old Farm Board preached re­
duced production in order to boost prices, 
forgetting that higher prices encouraged 
overproduction, while the Department of 
the Interior annually reclaimed hundreds 
of thousands of acres by irrigation. In 
order to help cotton  growers, local State 
bureaus of agriculture encouraged farm­
ers to grow corn and thus helped to break 
the financial and moral backbone of the 
middle western corn producers.
In foreign trade, the Department of 
Commerce encouraged exports, while the 
State Department facilitated more or less 
indiscriminate foreign loans. While ex­
ports and the service of such foreign debts 
could be paid only by imports, the legisla­
ture devised tariff barriers, thus discour­
aging imports.
Just before the depression, the relation­
ship between the attitude of the Federal 
Reserve banks and the Federal Reserve 
Board toward money rates and their effect 
on speculation is too well remembered to 
require elaboration in this paper. After 
the depression, our monetary policy did 
not tend to soften the economic impact of 
the inevitable price decline, while W ash­
ington encouraged industry and transpor­
tation to borrow and thus continue expan­
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sion so that the irresistible collapse be­
came more devastating.
These are but a few examples of con­
flicting governmental action and policy, 
both under free competition and planned 
control. Let us now view the conflict in 
its relationship to the express purpose of 
Washington to rehabilitate the durable 
goods industry.
J . A. Moffett, Federal Housing Admin­
istrator, at the end of 1934, publicly an­
nounced that only through a liberal spend­
ing program by industry for replacement 
and modernization of equipment was 
there any hope for the rehabilitation of 
the durable goods industries, and only 
thereby could employment secure the sti­
mulus which was essential to recovery. 
Not long before then, as General Hugh S. 
Johnson sang his swan song,— in fact, the 
very day of his abdication,— that valiant 
soldier announced that real recovery could 
not be expected until the heavy goods in­
dustries were again activated and their 
4,000,000 unemployed once more on the 
payroll. A month earlier, Secretary of 
Labor Perkins officially announced that 
the depression persisted primarily in the 
durable goods industries. The Secretary 
referred to the various expedients em­
ployed by the Administration to stimulate 
activity in the heavy goods industries; how 
a $3,300,000,000 public works program 
was a part of the plan; how loans by the 
R .F.C . to railroads for modernization of 
their equipment had the same objective; 
how the plan for direct loans to industries 
by the Federal Reserve banks had the 
same ultimate goal; how the campaign for 
new construction and repair of homes 
under the stimulus of the Federal Hous­
ing Administration likewise had the same 
basic purpose. In fact, ever since late
1933, the Government has been encourag­
ing modernization of plants and equip­
ment. This official recognition of the 
need to prime the capital goods market 
came at a time when industry had quite 
generally marked down book investments 
in plant and other equipment in order to 
reduce the need for depreciation charges 
and thereby help to lower production costs.
Yet, despite official encouragement of 
the capital goods industry, we find, 
strangely enough, obstacles to attainment
of the goal, in other official action with 
which I dealt at length in the first part 
of my paper.
Given human nature as it is, the likeli­
hood is that replacement of machinery and 
equipment will be encouraged in the pres­
ence of low book values for equipment in 
use, and, contrariwise, will be discouraged 
when equipment under consideration for 
replacement has a high book value. But 
high book values are encouraged by a tax 
policy which unduly limits charges for 
depreciation and obsolescence. To illus­
trate :
I f  vats which cost $100,000 are now 
on the books at $10,000, as a result of 
depreciation charges, a decision to re­
place them at a cost of $150,000 would 
be more likely to be reached, everything 
else being equal, than if the same vats, 
as a result of smaller write-offs, appear 
on the books at a value of $75,000. 
Enough has been said this afternoon, I 
am confident, not to require further sup­
port of the thesis that the tax policy which 
we have reviewed must inevitably work 
at cross purposes with the official cam­
paign to encourage expenditures for ma­
chinery and equipment and similar capital 
assets.
A final example of how replacement of 
machinery and equipment is retarded by 
conflict between governmental policies is 
found in the codes adopted under the 
N.R.A. In thirty-six out of the first two 
hundred and eighty approved codes, 
clauses are found restricting the installa­
tion of new machinery and increase in 
productive capacity. In many of the codes 
approved during the first year of N .R.A’s 
existence, provisions are found restricting 
the number of hours per week during 
which machinery may be used,  thus indi­
rectly discouraging the installation of new 
equipment. Some observers are confident 
that in these codes is found the cause for 
much of the inactivity in the capital goods 
industries. To one who believes, as the 
present speaker does, that permanent eco­
nomic recovery cannot be based on a pol­
icy of restricted production, the code pro­
visions to which reference has been made 
can be excused and tolerated only as well- 
intentioned emergency measures which 
should be gotten rid of at the very earliest
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opportunity.
I was recently told by a well-known 
economist and statistician that thorough­
going research would probably disclose a 
very intimate relationship between effec­
tive rate of depreciation taken and the 
rate of equipment replacement; and that, 
in turn, rate of equipment replacement 
would probably be found to vary quite 
directly with operating success. Natural­
ly, I have not undertaken such research in 
connection with the preparation of this 
address, but my hasty and necessarily quite 
superficial study of available financial and 
operating data prompts me to venture the 
suggestion that such research undertak­
ing, on the part of your industry, might 
well prove its worth.
In the chemical industry, as you so well 
know, an improvement in production proc­
ess may work havoc with the market. 
Through research you constantly seek 
cheaper raw materials. European chem­
ists, fully aware of obsolescence potential­
ities, naturally favor speedy amortization 
of the plant. In the United States, the his­
tory of the allowance for depreciation and 
obsolescence shows that until quite recent­
ly amortization and depreciation write-offs 
were most liberal when operating results 
were favorable, but that in marginal and 
losing plants, the very units which were 
most urgently in need of reliable cost data, 
write-offs were insufficient and sometimes 
even non-existent.
There is hardly time, and still less need, 
for me to attempt to catalogue the occur­
rences which throughout industry amply 
support wise management in its view that 
write-offs for depreciation and obsoles­
cence should not be determined merely by 
the number of years of theoretically useful 
life of equipment. Railroads, for example, 
in order to compete with bus and air 
transportation, are confronted with the 
need of vast expenditures for electrifica­
tion, streamline engines and other rolling 
stock, and for improved roadbeds. When 
a new cutting alloy or more effective 
grinding apparatus comes on the market, 
machinery which to all intents and pur­
poses still has a long prospective period of 
usefulness must be scrapped as the price 
of remaining in business. The impact of 
the radio on the phonograph, of the tele­
type on the Morse signal telegraph equip­
ment, of trolleys on horsecars, and of 
busses on trolleys, of electric refrigeration 
and dry ice on natural and manufactured 
ice, and a thousand other examples which 
you can supply, all unite in solidifying 
your justified opposition to unreasonably 
low depreciation charges. From your own 
more intimate experience, I cite merely by 
way of passing observation, the rapid con­
sumption of equipment in your group by 
such factors as chemical corrosion and 
thermal breakage, and I also mention, for 
purposes of illustration only, the effect of 
synthetic indigo on the natural indigo 
trade and of rayon on silk.
Economics, sometimes called the science 
of business, has fallen on evil days. As 
in so many other fields of human en­
deavor, there is a tremendous lag between 
the progress in the science of economics 
and in its application. In medicine, for 
example, diagnostic progress has far out­
distanced ability to cure. In human rela­
tions, the precepts of the Decalogue and 
the Golden Rule often appear not to affect 
conduct. In fiscal science, the pole at 
which is found the result of study and re­
search in the principles of taxation is so 
far removed from the other pole, applica­
tion, as evidenced by legislation and ad­
ministration, that to the casual observer 
the two extremes would seem to have no 
relationship to each other.
Your experience in the United States 
goes back three centuries, if what I read 
this week is reliable. Is it too much to 
believe that the data at your command, 
supplemented by research in which you 
have proved yourselves masters, when 
properly collated and presented, will pro­
duce that convincing light which, in the 
end will persuade administration that the 
public need will be served best if artificial 
and ill-founded restraint and pressure are 
avoided so that the sound principles on 
which the modern phase of your important 
industry was founded and the enlightened 
practices which it has consistently pursued 
shall not be disturbed? I f  studies under­
taken by your industry were to disclose, 
as has been surmised, that early replace­
ments of equipment make directly for re­
duced prices to consumers, greater net 
profits to producers, fairer returns to in­
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vestors, increased taxes to Federal and 
State governments and as important corol­
laries :
increased employment
better wages
purchase of capital goods 
then, it should appear obvious, authorities 
would hesitate to impose lower deprecia­
tion rates which would have a depressive 
effect on your industry, especially if, 
simultaneously, it were demonstrable that 
such shortsighted policy would impede the 
progress of the Administration’s campaign 
to replace existing with new productive 
equipment. Your united resistance to 
unfair depreciation reductions, because 
founded on fundamental right and be­
cause, happily, consonant with broader 
Governmental objectives, must in the end 
prevail.
Taxation
( Continued from  page 282)
force is immediately against the project 
or the person who originates the demand 
for a service or a forbearance on the part 
of the Government. Then the burden is 
undisguised. Then are eliminated the 
warping effects upon commerce of levying 
by such illogical methods as against sales 
or trading movements, or against “in­
comes.”
It is recognized that the momentary ef­
fects of a tax levy may differ from the 
long-time effect. For economic stability, 
the industries ought to be able to look to 
legislation passed for its long-range effect. 
I f  we are ready to penalize personal in­
dustry, by all means heap on “income” 
taxes. I f  trading ought to be penalized, 
by all means increase taxes on exchange. 
But if we believe that government, repre­
senting the people as a whole, ought in 
relation to each inhabitant to give quid 
pro quo, then let the government levy be 
in accord directly with that particular ser­
vice which government renders, or the 
value of that particular property right 
which government foregoes for the use of 
the individual taxpayer.
In this place is not space for the detailed 
discussion; but there is definite reason to 
expect important and wholesome results 
from the rightful placing of taxation.
One is stimulus to universal industry, and 
widening of economic opportunity where 
the tendency is now toward restriction. 
Indirect taxation is a burden concealed; 
stood. Incidentally, the training of an 
accountant, perhaps more than that in any 
other profession, tends to equip a man for 
a clear approach to the subject of taxa­
tion. The man in the street needs to 
have that subject studied by those who 
will convey to him disinterestedly what 
are the real consequences of tax levies of 
the differing types.
In philanthropic projects, it may be 
hoped that a man will contribute in pro­
portion to the degree of his prosperity. 
His response is based, it may be, on pride, 
gratitude, joy in his ability and good for­
tune. But for the upkeep of the common­
wealth, we do not await a reaction of 
sentiment. A  tax levy is a demand; and 
a demand is properly based on a propor­
tioned price, as called for in any other 
economic exchange.
T he N orth Pacific Banker, in its Janu­
ary issue, commenting on the NRA, 
answers the question “What has become of 
this regeneration in self-rule and coopera­
tion?” by saying: “There has been much 
resentment in the last two years against 
the spirit and methods of bank supervision 
and Government interference but we seem 
to admit the necessity for it when we run 
to the supervisory authorities to make the 
decisions which we might make for our­
selves.”
In a recent report of the R FC  the state­
ment is made that “It is probably a safe 
assertion that everyone in the United States 
has been directly or indirectly benefited by 
the operations of the R FC .” One very 
significant statement made in the report is : 
“Loans made to 914 banks that closed 
after the loans were made have been en­
tirely repaid.” The question might readily 
be propounded as to whether a banking 
system under which repayments were made 
to that extent should have not operated to 
prevent their closing. The total loans 
authorized up to December 31 of 1934 
totalled over 8 billion, 900 million dollars 
on which actual disbursements had been 
made of over 6 billion 800 million dollars.
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F o u r - S t a t e  C o n f e r e n c e
The State Societies of New York, 
Pennsylvania, Connecticut and New Jersey 
held a Four-State meeting at the Claridge 
Hotel, Atlantic City, Friday and Saturday, 
April 12 and 13, 1935. Invitations were 
extended to members of the societies in 
Delaware, Maryland and Massachusetts.
The meeting opened Friday afternoon. 
The official welcome was extended by 
Maurice Peloubet, Chairman of the Pro­
gram Committee. Lewis Sagal, Secretary 
of the Connecticut Society of Certified 
Public Accountants, presided as chairman 
in the absence of President Jacobs. The 
topic for the afternoon was “State Taxa­
tion.” The principal address was given by 
Honorable Mark Graves, Commissioner of 
Taxation and Finance and President of the 
New York State Tax Commission. He 
brought out very clearly the difficulties 
confronting State taxing authorities in 
dealing with problems wherein both State 
and Federal Governments were deriving 
incomes from the same source and those 
cases in which, because of branches or 
plants in several states, a corporation finds 
it necessary to correctly allocate the respec­
tive state incomes.
This was followed by presentations con­
cerning particular phases of the State tax 
systems, Henry B. Fernald speaking for 
New Jersey, J .  William Hope for Con­
necticut, Leo Matterdorf for New York 
and Clarence L. Turner for Pennsylvania. 
While each of these speakers confined his 
remarks to the situation in his own State 
a summation of a ll  the types of tax re­
ferred to by them practically covers the 
tax situation in any State. All agreed that 
no tax law had been uniformly just to all 
affected by it. All agreed that any form 
of taxation was looked upon by the aver­
age citizen with suspicion. All agreed that 
as far as could be seen the tendency in the 
future as in the past would be for govern­
ment to demand an income from new 
sources of taxation and to demand an in­
creased income from present sources of 
taxation. The greatest difficulty con­
fronting the average legislator was to
locate the point at which an increase in tax 
rate would produce a smaller income than 
the State had previously received from that 
source. All agreed that present methods of 
taxation were not the result of scientific 
study but, like Topsy, they “just growed” 
as the necessity required.
Lieutenant Commander Lawrence A. 
Odlin, S. C., U. S. N., presented a state­
ment with regard to the circular of inform­
ation recently distributed by the Navy De­
partment in connection with a campaign to 
build up the naval reserve to its full 
authorized strength in all its various 
branches.
The Friday evening session was pre­
sided over by W alter A. Staub, President 
of the New York State Society. Frederick 
H. Hurdman was to have presented the 
first address on “The Value of Bank E x ­
aminations by Independent Accountants.” 
Being unable to be present, it was read by 
Harry P. McFarland.
Carl H. Chatters, Executive Director, 
Municipal Finance Officers Association of 
the United States and Canada, spoke on 
the methods by which public accountants 
can aid municipalities. One of his pointed 
statements was “for every dollar of 
municipal funds stolen by a city official, 
hundreds are lost through inefficient or in­
sufficient accounting procedure. To be 
constructive, accounting and auditing must 
provide some basis for disclosing this 
waste.” He felt that the public accountant 
has at the present time a great opportunity 
for rendering a public service by assisting 
government units to curtail expenditures, 
discover new sources of revenue, present 
facts pertaining to debts and prepare 
financial plans. He stressed the fact that 
the average audit report was too detailed 
and ofttimes too complex for the average 
voter to determine therefrom what was the 
actual financial status of a city. He main­
tained that before the proper accounting 
procedure can be generally applied the ac­
countant must purge his profession of the 
incompetent and dishonest members. The 
present unlicensed and the non-registered
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accountants must be governed by the same 
code of ethics that governs those that are 
now amenable to the State.
The golf tournament which has been set 
for Saturday morning was rained out. As 
a result the round-table discussion on Form 
10 of the Securities and Exchange Com­
mission was attended by practically all 
those enrolled. Samuel J . Broad of New 
York, acted as Chairman and Rodney F. 
Starkey, who had also been a member of 
the committee collaborating with the SEC, 
acted as assistant in answering questions. 
During the latter part of the session Pro­
fessor Sanders arrived and spoke from the 
standpoint of one who was familiar with 
the underlying theories on which the form 
and regulations had been prepared, al­
though not from the standpoint of adminis­
tration. This was one of the most practical 
sessions ever held by any accounting or­
ganization. Comparatively few of those 
present had had any experience in prepar­
ing applications for presentation to the 
SEC. Those who had were very willing 
to give the benefit of the points that they 
had encountered. While, perhaps, it will 
never be more than a small minority of 
practitioners who will actually prepare ap­
plications for federal registration, the atti­
tude of the Federal Government will more 
and more produce changes in State require­
ments and they in turn will more and more 
produce changes in the views held by the 
smaller stock exchanges and investment 
houses so that actually every practitioner 
has either an immediate or deferred in­
terest in each of the steps through which 
the SEC  is leading the investment world.
Saturday afternoon there was a round­
table discussion on State Taxation under 
the leadership of Clarence L. Turner. 
President of the Pennsylvania Institute of 
Certified Public Accountants. The trend 
of this discussion, in view of the extreme­
ly complete detailed statements presented 
by the speakers on Friday afternoon, was 
toward an attempted answer to the question 
as to how far it was advisable for a State 
accounting society to take part in suggest­
ing types of taxation that might be levied 
to secure added income needed by the legis­
lative body. One view was that the or­
ganization should get ready to answer any
questions put to it as to what the effect 
of any particular tax might be and that any 
attempt at taking sides in the determination 
of a matter which was in reality political 
in nature rather than economic, was liable 
to be injurious to the advancement of the 
profession. Another attitude was taken 
by those who believed that even though 
taxes were usually levied on a political 
rather than an economic basis, it was better 
for the profession, through its regular or­
ganizations, to express an opinion on this 
matter in which every citizen is interested 
rather than to shirk its duty. Accountants 
should be able to speak with as certain a 
degree of confidence on this matter as any 
other group. In many ways the accountant 
has been too prone to forego opportunities 
of this character to bring the accounting 
group to the notice of officials.
The banquet Saturday evening was pre­
sided over by Philip S. Suffern, President 
of the New Jersey Society of Certified 
Public Accountants. J .  Cyril McGarrigle 
of Pennsylvania, presented the suggestion 
that future conferences covering account­
ants from different states would be valu­
able. No action was taken beyond an ex­
pression of the value which the present 
meeting had been and a suggestion that the 
value of future conferences should be con­
sidered by officers of State societies. The 
address of the evening was given by Pro­
fessor Thomas H. Sanders, member of the 
faculty of the Graduate School of Business 
Administration, Harvard University, who 
had been loaned to the Securities and E x ­
change Commission for a considerable time 
during the formative period in which regu­
lations and forms had been drafted. He 
spoke on “The Importance of Corporate 
Information Required by the New Deal 
Agencies.”
P IC K  AND SH O V E L  
A man from Kansas was looking into 
the depths of the Grand Canyon. “Do you 
know,” said the guide, “it took millions of 
years for this great abyss to be carved 
out ?”
The man from Kansas was tremendous­
ly impressed. “You don’t tell me,” he 
commented. “Why, I didn’t know this 
was a government job .”—Service M ag­
azine.
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New York State Board
The first C.P.A. law in the United 
States was passed April 17, 1896 by the 
State of New York. Under the guidance 
of the present State Board the 39th anni­
versary was celebrated by a dinner at the 
University Club, New York, on Wednes­
day evening, April 17.
Fourteen of the nineteen surviving 
members attended, namely:
Leonard H. Conant, 1900-1903 
Ferdinand W. Lafrentz, 1903-7, 1917-25 
Arthur W . Teele, 1905-1907 
Samuel D. Patterson, 1909-1917 
Henry E. Mendes, 1925-1930 
Simon Loeb, 1925-1930 
Thomas F. Conroy, 1928-1930 
Ernest B. Cobb, 1930-1932 
Charles B. Towns, 1932-1934 
George E. Bennett, 1929- 
Edwin E. Leffler, 1929- 
Walter N. Dean, 1930- 
Norman E. Webster, 1930-
Winfield McKeon, 1934
Duncan MacInnes, 1907-1909, and 
Leon O. Fisher, 1909-1913, accepted the 
invitation but were called away on gov­
ernmental business. The program said, 
“We regret the absence of Frank Broaker, 
1896-1897, who is recovering from an 
injury sustained in a recent accident; 
Homer A. Dunn, 1908-1909, who is rest­
ing and convalescing in Post Graduate 
Hospital; and Charles S. McCulloh, 1909- 
1925, who is vacationing in Florida dur­
ing this month of April, and we send them 
greetings.”
The program also noted a remembrance 
of those who had passed o n :
Charles W. Haskins, 1896-1901 
Charles E. Sprague, 1896-1898 
James T. Anyon, 1897-1898 
John R. Loomis, 1898-1905 
Rodney S. Dennis, 1898-1899 
Anson O. Kittredge, 1899-1900 
John R. Sparrow, 1901-1905 
Henry R. M. Cook, 1905-1907 
Henry A. Niles, 1907-1909 
Thomas B. Dixcy, 1907-1908 
William H. Dennis, 1913-1920 
Jarvis W . Mason, 1920-1924 
James F. Farrell, 1925-1928
I n  M e m o r i a m
S a m u e l  H. L e s h , C.P.A. (Ind. No. 
157, 1915), of Indianapolis, Indiana, died 
suddenly at his home on December 30,
1934.
At the time of his death Mr. Lesh was 
a deputy in the Office of the State Excise 
Director. He was a member of the In­
diana Association of Certified Public Ac­
countants and a charter member of The 
American Society.
C. E d w in  O y s t e r ,  C.P.A. (Calif. No. 
474, 1925), of Fresno, California, died 
suddenly of a heart attack on September
3, 1934, while at his summer camp at Bass 
Lake.
Mr. Oyster was a charter member of 
the Fresno Chapter of the California State 
Society of Certified Public Accountants, 
serving as first Vice-President and second 
President of the chapter. He was a mem­
ber of The American Society.
A. F. L in d b e r g , C.P.A. (Pa. No. 144, 
1915), of Pelham Manor, New York, died 
suddenly on November 30, 1934.
Mr. Lindberg was an expert on South 
and Central American finances. In 1907 
he was assistant auditor for the Puerto 
Rican Government. In 1911 he went to 
Nicaragua as auditor of the Nicaraguan 
Customs Service, later becoming deputy 
collector general of customs. From 1917 
to 1920 he served as financial agent for 
Nicaragua. He returned to New York 
in 1920 to become assistant manager of the 
Mercantile Bank of the Americas and in 
1922 became a vice-president of the Credit 
Alliance Corporation. In 1924 he was ap­
pointed to aid in revising the banking and 
financial laws of Nicaragua. Later he 
served as technical adviser to the Republic 
of Guatamala and as Superintendent of 
Banks in La Paz, Bolivia.
H e  w a s  th e  a u th o r  o f  a n  a r t ic le  “ W il l  
th e  D e f a u lte d  L a t in - A m e r ic a n  B o n d s  B e  
P a id ? ” w h ic h  a p p e a r e d  in  th e  M a y , 1934, 
is s u e  o f  T h e  C e r t i f i e d  P u b l i c  A c c o u n t ­
a n t . H e  w a s  a  m e m b e r  o f  T h e  A m e r ic a n  
S o c ie ty  a n d  h a s  r e n d e r e d  v a lu a b le  s e r v ic e  
a s  a  m e m b e r  o f  th e  C o m m itte e  o n  P a n -  
A m e r ic a n  R e la t io n s .
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S T A T E  S O C I E T Y  N E W S
A LABAM A
The annual meeting of the Alabama So­
ciety of Certified Public Accountants was 
held in Mobile on Friday and Saturday, 
April 12 and 13.
Among the main items of discussion 
was the legislative situation in Alabama. 
The election of officers was passed to the 
meeting scheduled to be held in Tuscaloosa 
next fall.
Friday afternoon the convention closed 
and the visitors were taken to the home of 
Gilbert F. Dukes, president of the society, 
at Bellefontaine, where they were his 
guests overnight and spent Saturday 
fishing.
G EO RGIA
A new chapter of the Georgia Society 
of Certified Public Accountants has been 
organized at Columbus with the following 
officers: Chairman, H. E . Trost; Vice- 
Chairman, S. M. Wellborn, J r . ;  Secretary, 
W. F. Loflin; H. E. Fourcher, Jr.
R H O D E ISLA N D
The annual meeting of the Rhode Island 
Society of Certified Public Accountants 
was held at the Narragansett Hotel on 
Tuesday evening, April 16, preceded by 
a dinner.
A large number of members was pres­
ent including a veteran member, George 
R. Lawton, C.P.A. Mr. Lawton was sen­
ator in the Rhode Island Legislature when 
the State C. P. A. law was enacted. He 
has the distinction of holding C. P. A. 
certificate No. 1 issued by the State Board 
of Accountancy and has been a member of 
the Rhode Island Society of Certified Pub­
lic Accountants since its inception.
The main topic of discussion was the 
so-called “lawyers’ bill,” H. 70 3, passed 
by the legislature at its recent session.
The election of officers resulted as fol­
lows: President, Townes M. H arris;
Vice-President, Francis E . W elch; Secre­
tary-Treasurer, William B. M. Miller; 
Directors: the above officers and C. W at­
son Scott and Albert E . Godfrey.
The retiring president, C. Watson Scott, 
was given a vote of thanks for his interest 
in the society during the past year. A 
special vote of thanks was extended to the 
legislative committee composed of George
B. Clegg, Chester R. Union and Spencer
H. Over, for their efforts and accomplish­
ments in connection with H. 703.
A joint meeting of the Rhode Island 
Society of Certified Public Accountants 
and the Providence Chapter of the Na­
tional Association of Cost Accountants 
was held on Monday evening, April 15, at 
the Providence-Biltmore Hotel, preceded 
by a dinner.
In the absence of C. Watson Scott, 
president of the Rhode Island Society of 
Certified Public Accountants, Townes M. 
Harris, vice-president and incoming presi­
dent of the society, extended greetings 
from the society and spoke on closer rela­
tionship between the certified public ac­
countants and the cost accountants, par­
ticularly the latter when in the employ of 
others.
Stanley G. H. Fitch, C.P.A., a member 
of the council of the American Institute 
of Accountants, past president of the Mas­
sachusetts Society of Certified Public Ac­
countants, and past president of the Bos­
ton Chapter of the National Association 
of Cost Accountants, delivered an address 
entitled “Idiosyncracies of an Account­
ant.” The paper was well received.
A large number of guests and members 
were present, including a delegation from 
the Boston Chapter of the National Asso­
ciation of Cost Accountants.
Spencer H. Over, member of the Rhode 
Island Society of Certified Public Ac­
countants and president of the Prov­
idence Chapter of the National Associa­
tion of Cost Accountants, presided.
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M ICHIGAN 
A meeting of the Michigan Association 
of Certified Public Accountants was held 
on Thursday evening, April 11, at the 
Hotel Statler, Detroit. The meeting was 
preceded by a dinner.
Mervyn B. Walsh, C.P.A., was speaker 
and discussion leader, the subject being 
“Telling the Story,” having to do with the 
preparation of reports based on examina­
tions and audits.
N EW  JE R S E Y
The New Jersey Society has a Com­
mittee on Cooperation with a committee 
appointed by the New Jersey Bankers As­
sociation and the Robert Morris Asso­
ciates.
Under date of March 25 the New Je r­
sey Bankers Association issued a 4-page 
bulletin to their members. It contained 
short articles by R. K. Cook, Chairman 
of the Committee of the Bankers Associa­
tion, James F. Hughes, Chairman of the 
Committee of the New Jersey Society of 
Certified Public Accountants, and R. F. 
Dukes, Chairman of the Committee of the 
Robert Morris Associates. The purpose of 
the bulletin was to indicate the formative 
stage in which this species of cooperation 
is still existent and “present an oppor­
tunity for individual members to perform 
a real service in stating their views,” 
which are requested.
P E N N SY L V A N IA
A meeting of the Philadelphia Chapter 
of the Pennsylvania Institute of Certified 
Public Accountants was held at the Manu­
facturers and Bankers Club, Wednesday 
evening, April 24.
After a dinner, to which 67 of the mem­
bers sat down, Mr. Clarence L. Turner, 
president of the Institute gave a short talk 
in which he announced that an executive 
assistant to the president had been en­
gaged. He then proceeded to enumerate a 
few of the most important plans which the 
Institute had included in its expansion pro­
gram and emphasized the fact that with 
the full co-operation of all the members 
of the Institute, the professional standing 
of the Certified Public Accountants in 
Pennsylvania would be raised, and the im­
portance of the services to be rendered by 
Certified Public Accountants to business 
would be greatly enhanced.
At the close of Mr. Turner’s remarks, 
A. Karl Fischer read a paper on “Pub­
lished F inancial Reports.” He prefaced 
his analysis by making a general state­
ment to the effect that he had examined 
some 60 published reports of various cor­
porations. He discussed the fact that the 
manner of presenting the various items 
appearing upon the published statements 
showed a decided lack of uniformity. He 
then took up separately the various items 
on these reports and showed the many 
differences which existed in wording and 
presentation, at the same time quoting sev­
eral authorities as to the justification for 
many of these differences.
BOOK REVIEW S
M i c h i g a n  B u s i n e s s  S t u d i e s , V o l .  V I, 
N o . 4. S e a s o n a l s  i n  D e p a r t m e n t  S t o r e  
M e r c h a n d i s i n g , b y  E d g a r  H. G a u lt . 
P u b lis h e d  b y  U n iv e r s i ty  o f  M ic h ig a n  
S c h o o l  o f  B u s in e s s  A d m in is t r a t io n , B u ­
r e a u  o f  R e s e a r c h , A n n  A r b o r .  83 p a g e s . 
P r i c e ,  $1.00.
Analyzes the causes of seasonal fluctua­
tions in sales volume, inventory, mark- 
downs, advertising expense, and selling 
salary expense for total store and for nine­
teen of the most important departments, 
considered individually.
W ill assist in sales forecasting and bud­
geting for any small or medium-sized de­
partment store. The method used in com­
piling the indexes is one that can be used 
by any store to compute seasonal indexes 
from its own dollar merchandising figures.
M i c h i g a n  B u s i n e s s  S t u d i e s , V o l .  V I, 
N o . 5. L e g a l  R e s e r v e s  i n  A m e r i c a n  
B a n k i n g , b y  R o b e r t  G. R o d k e y . P u b ­
lis h e d  b y  U n iv e r s i ty  o f  M ic h ig a n  S c h o o l  
o f  B u s in e s s  A d m in is t r a t io n , B u r e a u  o f  
B u s in e s s  R e s e a r c h , A n n  A r b o r .  121 p a g e s . 
P r i c e ,  $1.00.
A critical survey of the evolution of re­
serve legislation and regulation in State 
and national banks from pre-Civil W ar 
days to 1914. The subsequent lifetime of
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the Federal Reserve System is also sub­
jected to searching analysis with comments 
on the effect and effectiveness of the ad­
ministration of Reserve Board regulation.
Book Review
W h o l e s a l e  A c c o u n t in g  a n d  C o n t r o l , 
by J . Brooks Heckert, C.P.A., and Irving 
J .  Stone. Published by McGraw-Hill Book 
Company, Inc., 330 W est 42nd Street, 
New York City. 234 pages. Price $3.00.
This book was written for the purpose 
of assisting the wholesaler in a careful 
analysis of costs, to aid him in determin­
ing what lines are profitable, what prices 
must be secured, what territory should be 
covered, what types of customers should 
be cultivated, the size of orders which 
should be accepted, the size of lots which 
should be sold, the credit terms which 
should be enforced and the most profitable 
rates of turnover for his merchandise.
W ashington  
H ead q u arters
N e a r —  
—Banks
—T heaters
-Parks
-S tores
—Government 
—Buildings
HERE IS A 4-COLOR PENCIL 
THAT WAS MADE FOR YOU...
N O R M A
 S e n s a t i o n a l
4 COLOR—INSTANT  
SHIFT PENCIL .
N orm a ta k e s  th e p lace  o f  4 o rd in a ry  
co lo red  p en c ils , s h if t s  in sta n tly  fro m  one 
co lo r  to  th e o th e r  w ith a flick o f th e thum b 
on th e w ritin g  hand. No delay in y o u r w ork. 
W rite s  w ith a thin, s tro n g , deeply co lo red  
lead—in blue, b lack , red , g re en . B eau tifu lly  
and s tu rd ily  bui/t, m ech an ica lly  p e r fe c t , 
ab so lu te ly  and unconditionally  g u aran teed  
a g a in st m ech an ica l d e fe c t s .
F o u r co lo rs—red, green, blue, black.
Shifts w ith  tr ig g e r speed w ith  a 
flick  o f the finger on the w ritin g  
hand.
Leads are o f standard thickness, 
p rocurab le  anywhere.
B eau tifu l, s tu rdy , well balanced b a r­
re l.
Guaranteed against mechanical de­
f ects.
Try NORMA for 10 Days
Use Norma for 10 days. Pu t Norma through all the 
paces— give i t  your hardest tests. I f  Norma doesn't 
come through with perfect service, i f  you d on 't agree 
th a t Norm a is not merely am azing in its  w ritability  
and perform ance but actually invaluable on the job, 
send the pencil back and we will refund your money.
Silni— handsome, silverlike finish...... $3.50
Rolled Gold plate............................  5.00
Sterling silver................................  8.50
I4K Gold Filled.............................. 12.00
4 COLORS IN ONE PENCIL 
4 PENCILS IN ONE . . .
If your dealer cannot supply you, mail coupon today
Norma Pencil Corp., Dept. 14 
150 Broadway, New York City
P lease  send me Norm a for 10 days free tr ia l. Enclosed
i s my money order f o r ............  to be returned promptly if
I  am  not satisfied.
Bankers, Lawyers, Tax Experts, and Busi­
ness Leaders recognize the convenient 
location of this modern hotel. I ts  dis­
tinctive charm and personalized service 
will appeal to you. Rates are moderate.
Excellent meals. Dining Room.
T H E  H A Y - A D A M S  H O U S E
LAFAYETTE PARK AT SIXTEENTH 
NATHAN SINROD, MGR.
WASHINGTON, D. C.
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T IF IE D  P U B L IC  ACCO U N TA N T
Name ................................................
Address .............................................
City.........................................  State.
“ H e  s h o u l d  b e  a  W A L T O N  M a n
99
This is the usual comment in a modern business office when 
a new man is to be employed, or a m em ber of the present staff 
is to be promoted.
Leaders in business everywhere recognize the outstanding superiority of Walton train­
ing in Accountancy. That is why Walton trained applicants for new jobs invariably 
are given preference, also why promotions nearly always go to the employee who has 
taken, or is taking, a Walton Course. No other type of business schooling offers you 
the worth while possibilities provided by Walton
E x e c u t i v e  A C C O U N T A N C Y  T r a i n i n g
Accountancy is the very “life-blood” of business. New economic conditions make it 
absolutely essential to the successful conduct of every business regardless of scope. 
The accountancy-trained man’s practical knowledge of the many factors which control 
commercial activities gives him a key position in the modern business world. That is 
why he is highly regarded, well paid and steadily advanced.
W altons R eco rd  of 
Accom plishm ent
It w ill pay you to get the best training available. W ith this in mind consider these facts: More 
than 1,400, or over 10 per cent of Am erica’s Certified Public Accountants received Walton  
training; 23 honor medals have been awarded W alton students in Illinois C.P .A . examinations. 
For nine successive years Walton men won high honors in American Institute examinations. 
No other school rivals this record. Remember, too, that more than 80 per cent of the successful 
Walton C .P.A . candidates were trained 
through Home Study Courses.
Make Your Spare Hours Count
You can master this interesting, career-building 
profession of Accountancy right in your own 
home, using time you now waste. Devoting 
only a few  hours of each week to it, you can, 
in a very short time, become possessor of 
knowledge that w ill pay you tremendous divi­
dends in cash and security of position, as the 
years go by.
A sk  fo r "T h e  Walton Way to a B etter Day.”
We want to send you a free copy of our inspiring 
book, “The Walton Way to a Better Day.” This 
book not only describes the Walton Courses, but also 
tells of hundreds of successes attained through Walton 
training. No obligation is incurred by requesting it. 
Simply mail the coupon.
Day and Evening Classes and 
H om e Study Instruction
W a l t o n  S c h o o l  
C o m m e r c e
Member National Home Study Council
Charles H. Langer, Ph.B., C.P.A.
President and Educational Director
517-527 McCormick Building 
CHICAGO
MAIL TH IS COUPON NOW
Check the courses in which you are interested. They 
may be taken in combination or separately.
□  CONSTRUCTIVE ACC OU NTING  
ADVANCED ACC OU NTING  AND AUDITING  
□  COST ACC OU NTING  
□  BUSINESS LAW  
□  FEDERAL INCOM E TAX ACC OU NTING
□  MATHEMATICS OF ACCOUNTING
AND FINANCE 
□  C.P.A. C O A C H IN G
□  MERGERS AND CONSOLIDATIONS
□  Home Study Instruction 
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M O D E R N
A U D I T I N G
P R A C T I C E
T
A N  the preparation of our 
twenty-lesson course in Public Au­
diting, our Educational Staff has 
kept one thought constantly in 
mind. That is that there is great 
need for this particular training 
among accountants of proved abil­
ity who have previously learned 
the fundamentals of accounting 
principles and procedure.
As a result, we are prepared to 
offer this twenty-lesson course in 
Public Auditing as a separate unit 
to applicants who are already com­
petent accountants. No attempt is 
made to teach general accounting in 
this course.
To those accountants whose audit­
ing experience has been confined to 
the internal work of a business organ­
ization, this course offers a thorough 
grasp of auditing technique and 
procedure from the external view­
point.
To those accountants whose public 
practice has been somewhat limited, 
this course offers an excellent oppor­
tunity to obtain exhaustive informa­
tion regarding Public Auditing, which 
might not be equaled through years of 
actual experience.
To those accountants who have 
been thoroughly seasoned in public 
practice, this course offers an excellent
opportunity to “brush up” by check­
ing their ideas of theory and practice 
against this latest compilation of text 
material upon this important subject.
This twenty-lesson course teaches 
Auditing as practiced by public ac­
countants (as distinguished from the 
internal audit by the comptroller and 
his staff). The audit programs, ques­
tionnai res and review sheets present­
ed in the lessons contain a wealth of 
valuable detail.
The reader is first given an under­
standing of the complete field of pub­
lic accounting practice and the details 
of organization of public accounting 
firms. Then he is brought directly in­
to the work in the order in which he 
would meet it in public practice, first
Junior work, next Senior work, 
then the work of the Principal.
He is told what to expect when 
he gets on his first auditing job 
and how to do the things he will 
have to do. He thus becomes ac­
quainted with the obstacles before 
he meets them and, as a result, is 
able to handle the problems which 
usually confuse the novice. The 
successful public accountant must 
progress through these three stages 
in his Public Auditing work and it 
is the purpose of this course to help 
the reader work through each stage 
successfully and as rapidly as possible.
As a final step in his training, the 
reader is led through a complete audit, 
step by step, and learns the things 
that are done and how the problems 
that arise are solved.
The fee is $42.00.
O N E OF T H E  LESSO N S  
of this course, containing exhaus­
tive suggestions that can be used  
in preparing an audit program , 
will be  mailed free , with fu ll in­
form ation regarding this course, 
if  you will w rite the International 
Accountants Society, In c ., 3 4 1 1  
South M ichigan A venue, Chicago, 
Illinois.
INTERNATIONAL ACCOUNTANTS SOCIETY
I N C O R P O R A T E D
A DIVISION OF THE ALEXANDER HAMILTON INSTITUTE
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F O R  Y E A R S  U N D E R W O O D  E L L IO T T  F IS H E R  H A S 
C A R R IE D  I N  IT S  L IT E R A T U R E  T H E  S T A T E M E N T :
A s k  Y o u r  A c c o u n t a n t
h o w  o u r  m a c h i n e s  w i l l  h e l p  y o u  ”
Thus we invite the cooperation 
of members o f  the accounting 
profession in connection with 
the effective application and in­
stallation of  Accounting Ma­
chines.
U nderw ood  E llio tt  Fisher 
maintains a Library of Machine 
Accounting Applications which
is available to you upon request. 
Please feel free to call upon us, 
without obligation o f  course, if 
we can be o f  assistance to you.
A ccounting M ach ine D ivision
UNDERWOOD ELLIOTT FISHER COMPANY
Accounting M achines  . . . Typew riters  
A d din g  M achines  
C arbon  P ap er , R ibbons a n d  other Supplies
342 M ad ison  Ave., N ew  Y o rk , N . Y .
S ales a n d  Service Everyw here
U n d e r w o o d  E l l io t t  F ish er
A C C O U N T IN G  M AC H IN ES
Every U N D E R W O O D  E L L I O T T  F I S H E R  A ccounting  M achine 
is backed by n a tio n -w id e , com pany - ow ned service facilities
U nderw ood  M ode l Sundstrand M ode l E llio t t  Fisher M ode l
There is a n  U nderwood E llio tt Fisher M ach ine  fo r  every accounting purpose
Underwood Elliott Fisher Speeds the World’s Business
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" I t  w a s  t h e  b e s t  
I n v e s t m e n t  I  e v e r  m a d e "
His Letter 
Says—
writes the vice-president of a nationally known corporation
W a l t o n  S c h o o l  o f  C o m m e r c e ,
332 South M ichigan Ave., Chicago.
Gentlemen:— I  w ant to take this opportunity of expressing to you my g ratitude for 
the benefit which I have derived from  the Courses which I took with the W alton School 
of Commerce. I  can say w ithout hesitancy tha t it was the best investm ent I  ever 
made. Since th a t time I have unqualifiedly recommended W alton to every young man 
and young woman who has asked for my opinion and whom I considered qualified to 
en ter the accounting field. I t  has been approxim ately fifteen years since I  started 
the Course and my regard for W alton School of Commerce and its work enhances 
w ith the passing years.
Yours very tru ly ,
(Name supplied on request)
T h e  best proof of the practical value of W alton  training is the progress 
made by our students in the business world. T h e  roster of executives of 
A m er ica ’s leading business organizations carries the names of a host of  
former W alton  students.
Em ployers are always seeking men w h o  have the foresight to realize  the 
importance of accountancy training as fundamental to advancement, and 
who have this training. Such men progress rapidly to positions of respon­
sibility and h igh pay.
More than 1400 Walton 
trained men and women 
have successfully passed 
rigid C.P.A. examinations 
and secured the coveted 
C.P.A. degree. For nine successive years Walton 
students were awarded high honors in American 
Institute examinations. Twenty-three honor med­
als have been won by Walton candidates in Il­
linois C.P.A. examinations. These splendid 
achievements furnish convincing proof of the thor­
oughness of Walton training.
A  Helpful Free Book For You
Thousands of ambitious young men and women have sent 
for our book, “ The W alto n  W ay to  a B etter D ay.” You, 
too, will find it full of insp iring  success stories, together 
with a complete outline of the  im portant part Accountancy 
plays in  the business w orld today. Send fo r this book— 
you incur no obligation. W rite  fo r  it today. U se the 
handy coupon.
Succeed Through Home Study
You can prepare for an Accountancy position 
through Walton Home Study instruction. More 
than 80 per cent of the successful Walton candi­
dates in C.P.A. examinations secured their train­
ing through our Home Study Courses.
Day and Evening Classes and 
Home Study Instruction
W a l t o n  S c h o o l  
C o m m e r c e
Member National Home Study Council
Charles H. Langer, Ph.B., C.P.A.
President and Educational D irector
518-528 McCormick Building 
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“The sum o f  w isdom  is that the time is never lost that is devoted to w ork .”
— E m e r s o n .
T h e  P r e s i d e n t ’ s  P a g e  
Provincialism
By W i l l i a m  C. H e a t o n , C.P.A.
T HE word “provincial” is defined as “pertaining to, or characteristic 
of a province; rustic.” It is said that the most provincial of pro­
vincials is the person who lives in a large city, who has traveled little 
and whose visits to other places have been without understanding. Pro­
vincialism implies not only a lack of knowledge and understanding of 
other places and people, but also an exaggerated sense of the importance 
of one’s own community and its contribution to the life of the country 
and of the world. Local pride often leads to accomplishment; it need 
not be attended by a lack of appreciation of the accomplishments of 
other communities. Breadth of travel and reading and an understand­
ing mind are the cures for provincialism.
The above paragraph is inspired by the writer’s reflection upon 
his experiences during his recent trip across the country through 
northern and central states, along the Pacific from Seattle to Los Angeles 
and return by way of the southern and Atlantic sections to his home 
State of New Jersey. Our country is so great in extent and so varied in 
climate and resources! Everywhere, however, were found certified public 
accountants facing essentially the same problems of commerce, industry 
and agriculture and using the same instruments of analysis, illuminating 
reports and wise counsel, to help in their solution. Everywhere were 
found men of virility, poise, intelligence and character representing the 
profession. It  could not be otherwise, for such men are essential to 
perform the difficult and exacting work demanded of accountants today.
Throughout the country are to be found conditions peculiar to the 
respective localities; in some states there are professional problems that 
are special, in character or extent, to the respective states. The meeting 
of the conditions and the solving of the problems must ultimately rest
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upon the practitioners and organizations in the localities and states 
affected, profiting as they should from the experiences of other parts of 
the country that have faced similar difficulties. Under ever changing 
conditions, there have been, there are, and there always will be, adjust­
ments to be made. I t  is a function of the national organization to aid 
when possible and when requested. The opportunities for service to the 
profession are a challenge to The American Society of Certified Public 
Accountants to meet them with increasing effectiveness.
Modern means of communication and transportation, and particu­
larly the interstate commerce carried on by small as well as large enter­
prises, have left few accountants with practices confined to a single State. 
As in business, so in accountancy practice, provincialism has yielded to 
a broader interest and understanding.
T h e o r y  v s .  P r a c t i c e
W HEN your Editor was studying economics, as a college student 
many years ago, he had a teacher whose fundamental premise was 
that where theory and practice disagreed the practice must be wrong. 
We were never convinced that the doctrine was true and, as time has 
gone on, we have become more and more convinced that where there is a 
disagreement a good practice has more often produced a changed theory 
than has a carefully developed theory been responsible for the develop­
ment of a good practice.
Individualism is a term which has been much in the public eye dur­
ing the last two years. The practical attitude of the Federal Government 
has been an attempt to submerge the individualist into the mass by strait- 
jacketing by groups the industrial efforts of the country. As representa­
tives of the Government appear from time to time before audiences under 
conditions separate and apart from their official relationships and duties, 
they give voice to those ideas which one may naturally interpret as rep­
resenting their innermost convictions.
In the May issue there was recorded an address given at Rutgers 
University by Donald R. Richberg, often spoken of as the Assistant Presi­
dent, in which the conclusion was reached that, “These lovers of liberty 
will be essentially individualists, working for their own satisfaction in 
their own lives and for the contribution which they can make to the lives 
of other individuals. But * * * they will be reconstructed individualists.” 
Homer Cummings, Attorney General of the United States, recently 
spoke at Lincoln Memorial University on the subject of “Pioneers,” 
closing his address as follows:
“Every social and political problem resolves itself into one of the 
individual. I f  Democracy is to succeed it will be because you and I as 
individuals have the spirit of democracy in our hearts. If  justice is to
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prevail, it is because you and I truly love justice and do justice. If liberty 
is to thrive it is because we truly love liberty. If  government is to be free, 
it will be because you and I first govern ourselves.
“I believe passionately in individualism and I believe we shall see 
it develop into new and more vital forms. The antidote to all the failures 
of former government, as Emerson years ago pointed out, is in ‘the growth 
and strength of the individual’—in the substance of his character, his 
ideals, his will. To develop the individual the State exists—and as he is, 
so is the State.
“A few days ago, I  ran across a curious passage, in an ancient book, 
attributed to a Chinese sage talking twenty-five centuries ago. Even then 
he was drawing a lesson from the misty past. ‘The Ancients,’ he says, 
‘ordered well their own states. Wishing to order well their states, they 
first regulated their families. Wishing to regulate their families, they 
first cultivated their persons. Wishing to cultivate their persons, they 
first rectified their hearts. Wishing to rectify their hearts, they first 
sought to be sincere in their thoughts. Wi shing to be sincere in their 
thoughts, they first extended to the utmost their knowledge. Such ex­
tension of knowledge lay in the investigation of things. Things being 
investigated, knowledge became complete. Their knowledge being com­
plete, their thoughts were sincere. Their thoughts being sincere, their 
hearts were rectified. Their hearts being rectified, their persons were 
cultivated. Their persons being cultivated, their families were regulated. 
The families being regulated, their states were rightly governed. Their 
states being rightly governed, the whole kingdom was made tranquil 
and happy.’ ”
We are all familiar with the story of the discussion between two 
theoreticians who were discussing the general problem of distribution of 
wealth. One questioned the other as to whether if he had a large sum 
of money, which was named and which was beyond the ability of either 
of the men to possess, he would divide equally with the questioner. He 
replied that he would be glad to. At a little later time the question was 
again put as to whether he would divide if there was a smaller volume to 
be so distributed and was answered that he would. Two or three more 
queries were put by the one to the other and in each case an affirmative 
response was received. Finally the question was put as to whether if he 
had two cows he would divide, to which the answer was quickly given, 
“Ah, you know I have two cows.”
A somewhat different result was reported sometime ago in one of the 
midwestern universities. In one of the classes there was a young chap 
who never missed an opportunity for proclaiming the socialistic and com­
munistic doctrines in which he seemed to be a firm believer. In an exami­
nation given at the end of the semester, the professor asked a question 
which permitted a freedom for one so inclined to express the extremist 
views if he so desired.
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In announcing the result of the examination to the class the pro­
fessor indicated that he had decided on a new method of grading. He 
had marked all of the papers carefully. He had then added the grades 
thus obtained and divided by the number of students for the purpose of 
finding the average, which was the grade he was giving to each of the 
students.
Without noticing where his objections might lead him, this particu­
lar student raised an objection to such a process. He argued that having 
denied himself from certain social functions in order that he might devote 
more time to study, all with a view of obtaining a high rating when ex­
amination time came, it was not fair to him that he should be given the 
same grade which was obtained by those who had made no such prepara­
tion and whose only ambition had been to secure a passing mark at 
the end.
After the student had stated his case before the entire class, the pro­
fessor responded that he had gotten the idea from the paper which the 
student had written in which he had very earnestly advocated a division 
of wealth but it was quite evident that while theoretically the doctrine 
seemed satisfactory to the student, practically it was not a workable plan.
A n  I d e a l
T HE physician is the best paid man in the world. He is required to have an education which will be a benefit and a comfort to him all 
the days of his life. He wins a degree and he attains the honorable title 
of doctor. He learns to know more intimately his fellow man than any 
one else can know his fellow. He gets praise for many things that he 
does not deserve and providence and disease are blamed for his mistakes. 
He wins the gratitude of those he serves. His charity work is invaluable 
to his experience. I f  he is reasonably conscientious and works reason­
ably hard he builds a practice that will insure him a good house, office 
and automobile, enable him to rear and educate a family and to stand the 
losses of the inevitably foolish investments he makes. If  he has a taste 
for invention there are innumerable unknown instruments and improve­
ments awaiting him. If  he wishes to discover, the laboratory is ready for 
him. If  he likes research the facilities and libraries are available. I f  he 
craves adventure insidious dangers lurk around him and there are ever 
pioneer fields to enter. In his endeavors his government, his community 
and his fellow physicians stand ready to aid him. He is an advocate 
without a jury, a judge without a court, a minister without a surplice, a 
business man without guile, a farmer whose soil is the human body and 
whose crops are human health and happiness and he is a laborer without 
a boss. The physician is the best paid man in the world.
— D r . B e v e r l e y  R . T u c k e r  in Virginia Medical Monthly.
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D e t e r m i n i n g  H o w  B o r r o w e r s  U s e  
T h e i r  F u n d s *
A l e x a n d e r  S. B a n k s , C.P.A., New York
E V ER Y  bank official who gets the loan applications of customers and con­
tinually has to answer the question, Shall 
I make the loan or turn it down? must 
often wish for some formula to guide 
him. Unfortunately, however, there is no 
single formula, but only general rules. 
These rules are based on the principle 
that the principal sum of the loan should 
not be unduly risked for the sake of the 
comparatively small profit to be earned 
by making the loan and getting it repaid. 
Some risk must, of course, be incurred, 
and in measuring the risk, a banker unlike 
other lenders has a number of factors to 
take into account which do not concern 
other lenders. The banker must, for ex­
ample, comply with the many govern­
mental requirements — developed chiefly 
from the experience of the bankers them­
selves— requirements aimed to protect the 
depositors whose money is being loaned 
out. Accordingly, the banker must see 
that his reserves are in no danger of im­
pairment. Often good borrowers must 
be turned down for this reason alone. 
Then, there are those rules that govern 
bankers like other lenders, for example, 
not to make too large a loan to one single 
borrower, no matter how good he is, for 
that violates the principle of diversification 
of loans, a principle which insures against 
incurring too large a risk. These are all 
matters which involve the risk factor but 
concern the lender rather than the bor­
rower. There are other risk factors which 
do not affect the borrower, except indi­
rectly, but which the bank must take into 
account in considering whether or not to 
make a loan to him. A disturbance in 
political, financial or economic conditions 
increases the danger of loss to the bank; 
such a disturbance increases the demand
* Paper delivered before the New Jersey 
Bankers’ Association.
on the bank from its depositors and must 
affect the decision whether or not to make 
a loan.
About these matters that affect the bank 
only, such as the state of its reserves, and 
those that affect borrowers only indirectly, 
for example, the general economic condi­
tions, we accountants neither by educa­
tion or experience are qualified to advise. 
Nor do we attempt to advise about many 
matters which do affect the borrower di­
rectly—his character, for example, or his 
personal history. Such data must be ob­
tained by the bank from credit agencies 
and from those who have business deal­
ings with the borrower. In the credit 
system our function narrows down to in­
vestigating and reporting only about one 
segment of the vast amount of material 
which you lenders must have as a basis 
for your judgment—that is, to supply data 
about the financial affairs of the bor­
rower, such data as is ordinarily given in 
two documents we prepare, the balance 
sheet and the income statement.
Bank officials who are sitting up nights 
wondering how they can lend out their 
large unused surplus funds and so earn 
interest to pay their overhead, must groan 
at the criticism they are being subjected 
to—that they are actually refusing to make 
good loans. We will next hear, I sup­
pose, of business men being criticized for 
refusing to make sales. Bankers, like 
manufacturers and merchants, are most 
anxious to make loans and sell goods, they 
must, however, have reasonable assurance 
that they will be paid. This applies par­
ticularly to commercial banks, for they 
have less to gain and more to lose by the 
loan than the borrower, the bank at most 
must be satisfied with 6% interest a year, 
while the borrower hopes to make many 
times that. Under those circumstances, it 
is of prime necessity for you to insist on 
your right to know the purpose of every
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loan you are requested to make—a right 
which you in many cases did not enforce 
in the boom years preceding 1930.
In our office every few years it becomes 
necessary to revise our clients’ files, and 
we have to remove the cards of clients 
that are no longer in business. I was sur­
prised recently to find that we had such 
a large mortality among our clients, but 
it apparently was not due to any fault of 
ours for my banking friends and the ref­
erees of the bankruptcy courts tell the 
same story. I went through our list of 
defunct clients, of most of whom I had 
the intimate details, to see if I could learn 
the reason for their failure. I found that 
while there were many reasons, ranging 
from dishonesty of officers to casualties 
against which no one could guard, there 
was one principal reason, the mistake of 
operating on too small a working capital. 
This is a danger which every business 
man—who by temperament is usually an 
optimist or he would not venture into 
business—must continually guard against. 
It is a danger that you as lenders must 
help him guard against, if for no other 
reason than the selfish one of protecting 
your loans.
This means that a borrower must be 
cautioned to observe certain fundamentals 
in managing his finances, for example, he 
should have as small an investment as he 
possibly can in buildings, machinery and 
other fixed assets. Moreover, all such in­
vestments should be made only from his 
own capital or earnings. If  funds are 
borrowed for that purpose, such borrow­
ings should be on long terms and he 
should annually provide a sinking fund to 
pay off such long term debts by the time 
they are due. Otherwise, he may find 
himself in the position that so many con­
cerns did during this depression, of hav­
ing to pay off a mortgage loan that they 
had expected to get renewed. No matter 
how profitable an investment in new build­
ings or machinery may prove in the long 
run, it is only very rarely that it can pro­
duce sufficient profits by the time a short 
term debt has to be repaid. Normally, of 
course, a business man expects that his 
short term credit will be renewed; unfor­
tunately, however, as soon as a depression 
arrives, banks and other short term credi­
tors demand payment of the debts often 
with fatal consequences to the borrower.
Bankers, of course, are familiar with 
the general principles governing manage­
ment of working capital. Such is human 
nature, however, that when times are 
good, both borrowers and lenders conclude 
that these principles are outworn. As a 
class, we accountants are not so sanguine 
and we have evolved many interesting 
statements to warn of danger, and thus 
help business men in the management of 
their finances, and creditors in their anal­
ysis and control of the borrower’s finances. 
You are all familiar with the balance 
sheet and income statement that we cus­
tomarily prepare. I wonder how many of 
you are familiar with a supplementary 
statement, which is variously named, but 
for example, we will call it the Statement 
of Changes in Working Capital. I have 
had copies of a sample of such a state­
ment, based on a number that have been 
prepared in our office, distributed among 
you.
As you will notice, it illustrates a hy­
pothetical case of a company that made 
money but in spite of this has actually 
weakened its financial condition. It ac­
quired too much in the way of fixed 
assets, and moreover, distributed too 
much to stockholders. Even without this 
statement, an examination of the balance 
sheet and surplus account would, of 
course, have indicated this situation, but 
I believe that the working capital state­
ment more clearly explains all this. There 
was a time, not so long ago, when a bank 
had to be satisfied if it was supplied with 
a meagre balance sheet of the borrower, 
and it is only in recent years that the bor­
rower has been required to furnish an 
income statement as well. In time, I am 
convinced, he will also have to furnish a 
statement such as you have before you, 
showing the changes in his working capi­
tal. Where the borrower does not do so, 
the bank could almost make one up itself 
from several of the borrower’s balance 
sheets and income and surplus statements. 
Prepared periodically, these statements 
will show whether a borrower is handling 
his finances conservatively or recklessly. 
The risk of lending to those who handle 
their finances recklessly is abnormally
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high, for they take big chances, not per­
haps, so blameworthy where they involve 
only their own capital but almost criminal 
where they risk their creditors’ money. 
They are like the stock speculator operat­
ing on a small margin, a slight set back 
wipes out his margin. In the case of the 
reckless merchant, his banker unfortu­
nately is usually not protected with col­
lateral.
Banks are often approached by bor­
rowers for loans for expansion or to con­
summate other plans. As a help in pic­
turing the effect of such expansion or the 
other plans of the borrower, a working 
capital statement can often be made up so 
that the banker will more clearly see how 
the borrower will use the funds that he 
requests. Such a statement will, of course, 
be purely an estimate, a sort of budget of 
the future rather than a record of the 
past, but many bad loans, in my opinion, 
would have been avoided if such budgets 
were regularly made up by borrowers. 
They would have flashed red danger sig­
nals to him and to his banker.
A. B. C. CO.
CHANGES IN W ORKING CAPITAL
Year ended December 31, 1933
Funds provided:
From profits:
Net income, per Statement of Income............................ $ 8,000
Charges to income not requiring expenditure of working 
capital:
Reserve for depreciation...............................................  12,000
Amortization of bond discount....................................  3,000
Profit on sale of marketable securities (credited to
reserve for contingencies).................................................  8,000
Appreciation in market value of marketable securities
(credited to surplus). ........................................................  10,000 $41,000
From long-term borrowings:
Issue of mortgage.......... .........................................................  15,000
Total funds provided.................................................  $56,000
Funds expended:
Distributions to stockholders, loans, etc.:
Cash dividends ....................................................................... $23,000
Purchase of treasury stock. . . ......................................... 22,000
Loans to officers....................................................................... 17,000
$62,000
Less: sale of capital stock...................................................... 7,000 $55,000
Acquisition of fixed assets, etc.:
Purchase of machinery.......................................................... $36,000
Extraordinary plant replacements (charged to reserve
for contingencies) .................................... .........................  9,000
Purchase of bonds of affiliated company............................ 17,000 62,000
Total funds expended...............................................  $117,000
Balance, being decrease in working capital dur­
ing year ..................................................................  $ 61,000
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Decrease
Dec. 31, Dec. 31, in working
W ORKING CAPITAL 1932 1933 capital
Current Assets and Prepaid Expenses :
Cash .................................................................... .. $ 20,000 $ 14,000 $ 6,000
Marketable securities .................................... .. . 19,000 12,000 7,000
Accounts receivable, less reserve................. . . 81,000 53,000 28,000
Merchandise ....................................................... . .  90,000 98,000 18,000
Unexpired insurance and prepaid interest. . . 6,000 4,000 2,000
$216,000 $181,000
Current Liabilities:
Notes payable—b an ks......................................... $ 16,000 $ 28,000 $ 12,000
Accounts payable.................................................  52,000 65,000 13,000
Accrued interest, expenses and taxes...............  8,000 9,000 1,000
$ 76,000 $102,000
Net working capital............................ $140,000 $ 79,000 $ 61,000
1Increase.
You gentlemen, who represent banks, 
whose primary function is to supply work­
ing capital, and then for only seasonal and 
peak requirements of the borrower, must 
particularly see that their funds are not 
dissipated; and, I must again emphasize, 
that working capital is used up when ex­
penses and losses are incurred, when it is 
distributed to stockholders, and equally 
so when it is sunk into fixed capital. This 
brings me to the final point I want to 
make, and that it that while there is a 
rough division between fixed capital and 
working capital, this division is more 
theoretical than practical, for unless a 
business is ready to wind up, its fixed 
capital consists not only of the real estate 
and machinery but its normal inventory, 
and perhaps even its normal amount of 
outstanding customers’ accounts. Like 
the plant and machinery, the normal in­
vestment in merchandise and customers’ 
accounts should be supplied by the owners 
of the business, or else be obtained from 
long-term creditors.
All that the merchandise creditors and 
commercial banks should be asked to sup­
ply is the working capital above that mini­
mum. This principle is the basis for the 
common rule that the current assets should 
be at least twice the current liabilities, al­
though in my experience I have found 
that for safety the ratio should ordinarily 
be much higher. Otherwise, in a depres­
sion financial embarrassment too often re­
sults when merchandise becomes difficult 
to sell and customers’ accounts are hard to 
collect—and moreover, when funds col­
lected from sales of merchandise and the 
payment of customers’ accounts are neces­
sary to pay overhead and make good the 
losses. We must remember that in a de­
pression liquid assets become solidified 
while liquid liabilities become volatile. 
When conditions are good merchandise 
and accounts receivable may readily be 
turned into cash in time to make payment 
of debts, but these assets become frozen 
in a depression. Where normally, mer­
chandise creditors might be expected to 
sell goods on credit when they are repaid 
for their old merchandise, the creditors 
become reluctant to do so when conditions 
are disturbed and they fear for the repay­
ment, or where they actually cannot any 
longer sell on credit because they need 
immediate funds for their own require­
ments. Likewise, a borrower finds to his 
distress that when times are hard his bank 
refuses to renew a loan and insists on re­
payment, because it either fears loss on 
( C ontinued on page 372)
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C o m m e n t s  F r o m  B r i t a i n *
PR ESID EN TIA L ADDRESS 
by A. E. C u t f o r t h , C.B.E., F.C.A.
“The first words of my address must 
be retrospective. It is now 48 years ago 
since the idea of holding autumnal meet­
ings first became an accomplished fact.” 
“It pleases us at times to think that the 
professional accountant of today meets 
many problems and difficulties with which 
his forefathers were never confronted. It 
is salutary therefore to read the report of 
the proceedings of the autumnal meeting 
held here in the autumn of 1898, that is 
to say, some 36 years ago. References 
were made to recent scandals in the world 
of public companies; consideration was 
being given to the question of amending 
the Companies Acts; and there was a very 
interesting debate on the merits and de­
merits of secret reserves. So history re­
peats itself. And we flatter ourselves if 
we think that the problems which we face 
today have, like some new planet, swum 
into our ken, and that until we came on 
the scene no one had given them considera­
tion or had even discovered their exis­
tence.”
After discussing at some length the 
Hatry, the Kreuger, and the Royal Mail 
cases, speaking to the complaint sometimes 
made by shareholders that accountant’s re­
ports are not sufficiently explained to be 
understandable and that ofttimes they are 
lacking in constructive suggestions for the 
layman, he said:
“But the main answer to the sharehold­
er’s complaint is that he entirely fails to 
appreciate that an auditor’s functions have 
natural limitations.
“The directors of any company, speak­
*F o r several months the E d ito r has intended 
to present some excerpts from  two papers pre­
sented at the last F a ll meeting o f The Institute 
o f Chartered Accountants in England and Wales, 
but in the final make-ups they had to be omitted. 
However, they are as interesting to an A m er­
ican reader now as they evidently were to the 
members present at the time when the addresses 
were delivered.
ing of them as a body, are, or should be, 
specialists in the administration of the par­
ticular type of business carried on by that 
company. For such specialization their 
past experience and training should have 
fitted them. The professional accountant 
has only a general knowledge of business 
administration; he is certainly not a spe­
cialist in the administration of a particular 
type of business. He has received the 
training, theoretical and practical, of a 
specialist in accountancy and auditing-—a 
very different matter.
“The proposition which we are consider­
ing really amounts, therefore, to this, that 
the functions of the specialists in the ad­
ministration of a particular class of busi­
ness, namely, the directors of the company, 
should be made subject to a critical review 
by a professional accountant, a person 
who, while a specialist in his own sphere, 
is certainly not a specialist in the functions 
which the board should be peculiarly fitted 
to perform. What auditor would deem 
himself competent to undertake this re­
sponsibility? What self-respecting board 
of directors would be agreeable to submit 
to such a situation? Far be it from us to 
decry our own capabilities. But we are 
not supermen, and if an auditor attempted 
to be jack-of-all-trades he would soon real­
ise that he was master of none.
“Many Chartered Accountants are well 
fitted by training and experience to take 
a share in the administration of public 
companies as directors. That this is widely 
recognized is proved by the growing prac­
tice of offering to Chartered Accountants 
seats on boards. But even in such cases 
the Chartered Accountant is merely one of 
a team. He is not the sole administrator, 
and his value to the board largely lies in 
certain special directions such as, for ex­
ample, finance, on which his accounting 
training is of peculiar value.
“If it can be said that there is too fre­
quent evidence of weakness in the admin­
istration of public companies, the remedy 
certainly does not lie in extending the 
scope of an auditor’s functions beyond its 
natural limits, but rather in strengthening
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the personnel of the boards of directors 
by the elimination of the redundant and 
the replacement of the unfit by the fit.
“How this strengthening-—if necessary 
—can be achieved is a difficult question. 
In an ordinary case the remedy is with the 
shareholders themselves, as the election of 
the members of the board lies in their 
hands. Shareholders do not, however, 
necessarily possess the information on 
which they can form a considered judg­
ment. Furthermore, the shareholders in 
public companies are, as a body, extremely 
apathetic. So long as the affairs of the 
company in which they are interested pros­
per, relatively few of them trouble to pe­
ruse the directors’ reports and accounts 
with any care, or to attend the annual 
meetings, or to ask any questions.
“If an individual—as distinct from a 
large number of shareholders—were the 
owner of a business and had to select the 
persons to whom he would entrust the ad­
ministration of that business, it is certain 
that he would require considerable infor­
mation regarding them before he came to 
a decision. But it is very rarely that one 
hears, at the general meeting of a com­
pany, any question raised as to the quali­
fications of any members of the board, 
and this is the more remarkable when it 
is remembered that it is the exception for 
the directors’ report to shareholders to fur­
nish any information under this head such 
as the business or professional occupations 
of each director or the names of any other 
companies of whose boards he is a 
member.
“Many public companies are in exis­
tence today whose shareholders are num­
bered by tens of thousands. It would, 
practically speaking, be impossible for, say, 
one-tenth of the shareholders of such a 
company to get into a general meeting even 
if they were free to attend. Generally, 
therefore, one finds that the shareholders 
present at an annual meeting represent the 
merest fraction of the whole in voting ca­
pacity; indeed, it is quite a common oc­
currence for a company whose total share 
capital amounts to several millions of 
pounds to have at its general meeting an 
attendance of fewer than, say, twenty or
thirty shareholders. How many of these 
twenty or thirty shareholders are possessed 
of the degree of business knowledge and 
experience to enable them to form a con­
sidered judgment on the matters disclosed 
by the directors’ report and accounts or 
dealt with in the chairman’s speech is a 
matter for conjecture. Small representa­
tion at annual meetings is not only un­
satisfactory because it is indicative of a 
lack of interest; it is also unsatisfactory 
because in the absence of proper safe­
guards the few shareholders present may 
be in a position to take action which may 
be unfair to the Board and inimical to the 
best interests of the company. The boards 
of many public companies, recognizing 
these possibilities, send out with the notices 
convening the meeting proxy forms which 
those shareholders who do not propose to 
come to the meeting are asked to sign and 
return to the company. The proxies, being 
given in favor of certain members of the 
board, can be used as those members think 
fit; and the result in a normal case is that 
the directors by the use of the proxies can 
defeat any resolution proposed by a share­
holder of which they do not approve. The 
board are thus in possession of a weapon 
which in good hands serves a proper pur­
pose, but which in unscrupulous hands can 
be gravely abused. With the issue of 
proxies for use at ordinary general meet­
ings one cannot but have sympathy. There 
are those who make a practice of fishing 
in troubled waters in the world of public 
companies, or, at any rate, of being visibly 
near at hand when matters are not going 
well. They may undertake, for a remu­
neration, services incidental to the inquiry 
into a company’s affairs by a shareholders’ 
committee; or they may even hope to be 
offered a directorship. It is not difficult 
for such a person or body of persons, on 
giving requisite notice and after procuring 
the names and addresses of the company’s 
shareholders, to obtain considerable sup­
port for a resolution to the effect, say, 
that the directors retiring by rotation and 
offering themselves for re-election be re­
placed by other parties, or that a commit­
tee of shareholders be set up to review the 
conduct of the company’s affairs by the 
board. And unless the directors hold in 
their hands shareholders’ proxies repre­
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senting some substantial proportion of the 
share capital, such resolution may be car­
ried contrary to the wishes of the general 
body of shareholders.”
“Another criticism which has been made 
in regard to the existing state of affairs 
relates to the appointment of auditors of 
public companies. At present, of course, 
the appointment, so far as the first finan­
cial period is concerned, lies with the di­
rectors, and in subsequent years with the 
shareholders. It has been urged that in­
asmuch as auditors are appointed to re­
port upon accounts submitted by directors 
it is not fitting that the directors should 
appoint them; and it has been pointed out 
that although after the first year the ap­
pointment lies with the shareholders, it is 
very rarely that the latter do otherwise 
than reappoint the auditors whom the di­
rectors have previously chosen. It has 
been suggested that it might be preferable 
for the appointment to be taken entirely 
out of the hands of directors or share­
holders and for it to be made instead by 
the Board of Trade.
“There is much that can be said in 
criticism of any such procedure. In the 
first place there are many who object to 
the intervention of Government Depart­
ments in industry and who feel that the 
business world should, so far as possible, 
be left free to manage its own affairs. 
Furthermore, the Board of Trade, in a 
matter of this kind, would be placed in a 
very invidious position. In principle the 
shareholders, as owning the company’s 
business, should be free to appoint what 
auditors they like. In regard to the first 
appointment being made by the directors, 
it must be remembered that in very many 
cases the auditors have to be chosen at a 
time when the bulk of the share capital of 
the company has not yet been subscribed: 
the personnel of the shareholders is there­
fore unknown. But more important still 
is the fact that in ninety-nine cases out of 
one hundred the directors of a company 
constitute the best judges of the suitability 
of the auditors. The audit of a company’s 
accounts is something more than a matter 
of routine, and the degree of skill and ex­
perience possessed by every auditor is by 
no means the same. Indeed, the skill and 
competence which each of us exhibits in
the course of his work is the chief factor 
which determines the measure of his suc­
cess in the profession. Auditors of com­
panies are frequently relied on by the di­
rectors for assistance and advice on many 
matters connected with the accounts; and 
the appropriateness of the choice lying in 
the first instance with parties having prac­
tical experience of our qualifications for 
the post is therefore self-evident. An ap­
pointment by a Government Department, 
or an appointment by shareholders, with­
out any lead or any suggestion from di­
rectors, might well cut right across the 
principle of the survival of the fittest, a 
principle still cherished by some of us 
who, even in these days of restrictions and 
regulations, remain at heart individualists.”
The speaker then discussed suggested 
changes in the provisions of the Com­
panies Act and suggested changes which 
had been made with regard to the various 
tax problems, concluding his remarks as 
follows:
“That we have long occupied a para­
mount position in respect of the auditor­
ship of the accounts of public companies 
is common knowledge. But it probably 
came as somewhat of a surprise to many 
of us to learn, a few years ago, through 
evidence given at an inquiry, that over 90 
per cent of the balance sheets of the public 
companies whose names appeared in the 
Stock Exchange Official Intelligence were 
audited by Chartered Accountants—in­
cluding our friends the Chartered Ac­
countants of Scotland. Another indication 
of the esteem in which our Institute is 
held is to be found in the fact that our 
members, in increasing numbers, are asked 
to serve on various Government Commis­
sions and Committees, and are called into 
consultation by many of the great depart­
ments of the State.
“Without undue pride, therefore, we 
may claim that we are performing with 
efficiency essential services to industry and 
to the State, and that these services are 
certainly no less valuable at a time when 
special efforts are required in lifting our 
country out of the trough of depression 
into which, in common with most other 
countries of the world, it has fallen, and 
in setting it once more on the road to 
prosperity.”
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TH E PRO FESSIO N A L 
ACCOUNTANT 
Y ESTERD A Y, TODAY 
AND TOMORROW
b y  E d w a r d  F u r n i v a l  J o n e s , F.C.A.
*  * *
You will remember that the professor 
in Oliver Wendell Holmes’ ‘Autocrat’ 
pointed out to his fellow boarders at the 
breakfast table that much trouble arose 
from the fact that when two people en­
gage in conversation there are usually six 
personalities involved. If, for example, one 
of them is John, there are in fact three 
Johns:—
(1) The real John, known only to his 
Maker ;
(2) John’s ideal John, never the real 
one and often very unlike him;
(3) Thomas’ ideal John, never the real 
John, nor John’s John, but often 
very unlike either.
Only one of the Johns is taxed, only 
one can be weighed on a platform balance, 
but the other two are just as important in 
the conversation.
It is highly desirable that the differ­
ences between the three personalities de­
scribed by O. W. Holmes should be as far 
as possible eliminated in the person of any 
professional man. The professional man 
should know what he really is or what he 
should strive to become. His employers, 
the public, should also know what he is or 
holds himself out to be or to do.
There is, I am afraid, reason to believe 
that there are some misconceptions in the 
public mind on these points. This is not 
very surprising. The accountancy profes­
sion is not only relatively new—but its 
character has changed and developed with 
extraordinary rapidity.
The need for public information on the 
subject is moreover beginning to be recog­
nised outside our own ranks.
*  *  *
T h e  P rofessional A ccountant
What, then, is a professional account­
ant?
A professional man of any kind has 
been defined as one who places his skill 
and learning at the disposal of all and 
sundry for a reward, as distinct from one 
who serves a single employer.
This definition is in these days hardly
adequate. Many tradesmen and manu­
facturers would claim to be professional 
men on similar grounds.
In a speech at one of our public dinners 
the present Foreign Secretary set out the 
distinguishing marks of a profession as 
follows:—
“I have sometimes been asked in re­
turn for a reasonable consideration to 
explain to anxious inquirers what pre­
cisely was meant by a profession that 
escapes that pernicious impost.” (He 
was referring to E.P.D.) “I shall not,” 
he said, “attempt a definition, but I 
would suggest to you here three tests:— 
“First of all, a profession essentially 
involves this, that it is based on pre­
liminary study, training and, it may be, 
examination on the general principles of 
the pursuit. In the second place, a pro­
fession, I venture to think, essentially 
involves this, that the profits which may 
be made from its pursuit do not prima­
rily depend upon the command of great 
quantities of capital; thirdly, and most 
important of all, a profession is a pur­
suit which is followed not solely as a 
livelihood but always subject to over­
riding duties, prescribed by a code of 
professional honor involving in an es­
pecial degree the strict observance of 
confidences, in which the work that we 
do must be rendered to our clients with­
out stint, in proportion to our clients’ 
need rather than in proportion to the 
reward which we receive.”
These words apply, of course, to all 
professions. What is the kind of skill 
and learning which a professional account­
ant is expected to supply? This is hard to 
define.
The late Lord Morley—who if not a 
Manchester man at any rate belonged to 
the County Palatine—said he couldn’t de­
fine a radical but he knew one when he met 
him. I should like to get out of my dif­
ficulty with the same ease.
We know what a lawyer is, or a clergy­
man, or a soldier. Their methods and the 
machinery which they employ may change 
with time, but the general nature of their 
work and aims remains the same. Not so 
the accountant. A definition which would 
have been accurate 50 years ago is no 
longer adequate today. A description of
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his functions today will most probably be 
no complete guide to his functions in the 
years to come.
Hence the title of this paper. Hence 
also the necessity in considering the pro­
fessional accountant, of relating his pres­
ent position in the world of commerce 
and finance with the past from which he 
has emerged and with the future to which 
he is moving.
Y esterda y
Omar Khayyam speaks of “yesterday’s 
seven thousand years.” Although some­
thing akin to a professional accountant 
may have existed for all that time, it is 
hardly necessary for our present purpose 
to go quite so far back. Within the mem­
ory of some of us the popular conception 
of a professional accountant was probably 
not very different from that of those 
Venetians some centuries ago, who paid 
accountants by results— for the mistakes 
or the defalcations they discovered. An 
accountant was little more than a highly 
skilled bookkeeper.
In the words of Professor Dicksee, “A 
bookkeeper keeps books and an accountant 
decides how they should be kept.”
The accountant was commonly em­
ployed partly to see that books were cor­
rectly kept; partly to prepare accounts 
showing the results of business trans­
actions, and partly with the object of pre­
venting or discovering dishonesty of em­
ployees.
The work involved was mainly the de­
tailed checking of entries in books such as 
is now, in offices of any size, done by 
junior clerks or by senior clerks incapable 
of better-class work—or to an increasing 
extent by employees of the business house 
itself.
We have all met people who assume 
that an accountant is a skilled mathema­
tician or a prodigy who can add up three 
columns at once and make wonderful cal­
culations “in his head.”
Accountants were and in some quarters 
still are largely associated with bank­
ruptcy proceedings, a sort of commercial 
vultures—the scavengers of trade—mak­
ing a profit out of other people’s misfor­
tunes. Golden Dustmen like Dickens’ Mr. 
Boffin.
So much was this the case that some of 
Her Majesty’s Judges said very rude 
things about us, as, for example, Mr. 
Justice Quain in 1875, who observed:— 
“The whole affairs in bankruptcy have 
been handed over to an ignorant set of 
men called accountants, which was one 
of the greatest abuses ever introduced 
into law,”
and another eminent lawyer of about the 
same period was heard to say:—
“An accountant appears to me to be 
a man who cannot give an account of 
himself.”
These hard sayings would have no 
relevance today were it not that there are 
still people who can describe a commercial 
disaster as “getting into the hands of the 
accountants,” and I suspect there are still 
a few members of the profession who are 
not doing their utmost to live the reputa­
tion down.
All this is not intended to suggest that 
during the last 50 years, and long before 
that, among those practicing as profes­
sional accountants, there were not to be 
found men of outstanding ability in af­
fairs, who, by their integrity, knowledge, 
and breadth of view, left their mark in 
the worlds of finance, insurance, com­
merce and industry with which their pro­
fessional work brought them into contact.
The same circumstances which gave 
these men their opportunity have led to 
the changes which have affected the 
position and work of the profession as a 
whole.
It none the less remains true to say that 
the conception of the nature of a profes­
sional accountant which prevailed in what 
I have called “Yesterday” was, on the one 
hand, that of a sort of jackal cleaning up 
the carcasses of derelict business under­
takings, and on the other of a sort of 
glorified bookkeeper with the gifts of an 
amateur detective—a blend of Tim Link­
inwater and Sherlock Holmes.
These conceptions have survived to a 
large extent into the present day.
Today
“Look now upon this picture and on 
that.” All here know that although such 
work as I have mentioned still forms part, 
and an important part, of the duties of a
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professional accountant, taken by itself it 
would give a very imperfect and indeed a 
misleading view of the work and responsi­
bilities of many accountants of today.
Let us consider for a moment some of 
the kinds of work which a professional 
accountant is called upon to do. There is, 
of course, the pure accountancy and audit 
work in the older sense—advising traders 
or manufacturers on systems of bookkeep­
ing and control—the partial or complete 
examination of books and vouchers—the 
preparation of final accounts and balance 
sheets and making reports upon them for 
the information and guidance of the 
client; the audit of limited companies, and 
so forth.
The greater part of the work of most 
professional accountants is, and is, I think, 
likely to continue, to be of this character.
Then there are the duties arising from  
appointment as trustee in bankruptcy, or 
as liquidator under the Companies Acts, 
both of which frequently involve work and 
knowledge far beyond anything resembling 
even the most expert bookkeeping.
Accountants are commonly appointed as 
receivers and managers by the High Court, 
and as such may be called upon to exercise 
administrative functions requiring con­
siderable business knowledge and experi­
ence of a special character. It is a far cry 
from the vouching of a petty cash book to 
the management of a colliery or a line of 
steamships.
In relation to his duties under the Com­
panies Acts, it has been said that an audi­
tor is not a valuer.
In relation to other matters, the financial 
and commercial world has succeeded to a 
large extent in fixing the professional ac­
countant with the responsibilities of a 
valuer, or with responsibility for the as­
certainment of facts upon which a valua­
tion or something akin to a valuation, can 
be based. Some instances of this will be 
noticed in the following examples of the 
variety of important matters on which the 
services of professional accountants are 
employed.
Two or more companies contemplate a 
merger, either by amalgamation or a hold­
ing company. Relative values must be as­
certained. The primary responsibility for
recommending a scheme is on the boards 
of the companies, but how often are ac­
countants retained to arrive at the relative 
values and how often are their names used 
to justify or support the board’s proposals.
Certificates for prospectuses.—The 
word profits, as a word, is indefinable. 
Accountants have to interpret the word in 
relation to the facts, evaluate the results 
of the business, and choose suitable lan­
guage to describe them.
Businesses— successful or unsuccessful 
—desire accommodation from their bank­
ers or others. The accountants’ report is 
commonly the basis on which the risk is 
measured.
A company desires to acquire a business 
or shares of another company in which one 
or more directors are interested. Inde­
pendent advice is necessary. Again the 
accountants are relied upon.
Reconstruction schemes and moratorium 
schemes mainly are based on the investiga­
tions and recommendations of accountants.
Valuations of shares in private limited 
companies required for estate duty pur­
poses—again accountants.
In large companies, particularly with 
subsidiaries, no director untrained in 
figures can form an adequate opinion of 
the propriety of a balance sheet. In law 
he is responsible, in practice some such 
directors not infrequently rely upon the 
auditor.
Consolidated balance sheets are becom­
ing popular. Still more emphatically no 
director untrained in figures could formu­
late such a balance sheet or know whether 
it had been drawn on as sound a basis as 
the facts permitted.
There is no need to remind you of the 
extent to which accountants’ certificates 
are required in matters of taxation—with 
which our Vice-President will deal this 
afternoon. Or of the extent to which ac­
countants have been called in to act as 
arbitrators; to check the work of secre­
taries and registrars of public companies, 
or to appear as expert witnesses on all 
sorts of points more or less related to such 
matters as I have mentioned.
The wide experience of a particular 
class of business acquired in the course of 
his duties has given many an accountant
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such a knowledge o f  it that he has been 
called upon to act as a director or financial 
adviser to one or more companies, and in 
not a few cases we find exceptionally 
gifted or experienced members of our pro­
fession practically at the head of some of 
the industries of the country.
We all remember how during the Great 
War the Government turned to the ac­
countancy profession to deal with many of 
the innumerable problems which arose at 
that time, and with which no other class 
in the country appeared so competent to 
deal. In short, the accountant is in danger 
of being regarded as “A man so various 
that he seems to be, not one but all man­
kind’s epitome."
It is important to remind ourselves and 
to remind the public from time to time that 
a professional accountant is an accountant. 
He is not a lawyer or an engineer, a manu­
facturer or a shopkeeper, or even a pro­
fessional director or financier. The mere 
fact of his having qualified as a profes­
sional accountant does not necessarily 
equip a young man to deal adequately with 
the sort of problems I have mentioned, 
nor does he necessarily have the oppor­
tunity of trying.
It is, however, not without interest to 
consider why it is that professional ac­
countants are so frequently the people to 
whom such problems as I have mentioned 
are referred. It is also of value as a guide 
to the probable future developments of 
our work—a clue to the professional ac­
countant of tomorrow.
Someone has said that most men are 
“fret-sawyers and stamp collectors. Few 
have the gift of generalization which 
makes a philosopher.”
Most businesses are carried on in detail 
by people of the fret-sawyer or stamp col­
lector type, and the bigger the business 
the harder it becomes for one man or 
group of men to control all the operations 
with his eyes.
The growth of business and manufac­
turing concerns into larger and larger 
units, and the rapid extension of public 
companies under the control of boards of 
directors, have made it necessary for di­
rectors and managers to have before them 
periodical statements of accounts and 
statistics framed so as to show the trend
of the results and the inwardness of the 
business to guide their policy. The train­
ing of professional accountants has en­
abled them to acquire the facility of get­
ting at the essentials of a business of 
which they formerly knew nothing, and 
this is one of the main causes which has 
led up to the diversity of work which 
is entrusted to the accountant of today.
Some of this work is of a kind that 
must have been required before account­
ants were so common as they are today. 
Who used to do it?
It is sometimes said that accountants 
are now asked to give advice which was 
formerly given by solicitors. I do not 
know whether this is true, but if so, may 
not one of the reasons be this:—
The solicitor sat in his office and 
formed the best judgment he could on 
facts laid before him by his client.
The accountant goes himself, or sends 
his staff into his client’s office and finds 
from the books or from his client’s staff 
facts which the client does not realize to 
be relevant or knowing them to be rele­
vant has kept back in order to get advice 
which is agreeable.
More important, still, perhaps, account­
ants have had the courage to accept re­
sponsibility. Perhaps they have had no 
choice. Accountants have not the protec­
tion or privilege enjoyed by some other 
professions, and the degree to which they 
accept responsibility not only to their 
clients but to third parties is probably 
unique among the professions.
The solicitor can relieve himself of 
some responsibility by taking the opinion 
of counsel. Counsel with a light heart 
will draft your will and just as cheerfully 
will tell your executor that he doesn’t 
know what it means.
But in all cases which I have mentioned 
and in a thousand and one others the ac­
countant takes responsibility for the views 
and statements which he puts forward.
The fact that an accountant’s statement 
is so generally accepted as unimpeachable 
and that there are so few complaints 
about the important work which is done 
by members of our profession surely 
places a grave responsibility upon us all 
to see that the public have good grounds 
( C ontinued on page 372)
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“ P h y s i c a l  A s s e t s ”  W h a t  A r e  T h e y ?
by W. E a r l  S m i t h , Attorney at Law, Rochester, N. Y.
T AX attorneys and accountants, more often than not bewildered by the 
wording of the provisions of the New 
York State Tax Law, have been left in 
substantial bewilderment by the use of the 
word “physical” in the statute itself, and 
in complete bewilderment by the applica­
tion of the term by the State Tax Com­
mission in its frequent attempts to include 
among the “physical assets” of a corpora­
tion whose shares are owned by the tax­
payer corporation, as a measure of their 
value to be apportioned inside and outside 
the State, such assets as deposits in banks, 
patents, receivables, shares of stock, bonds, 
notes, credits, evidences of interest in 
property, mortgages, etc. (See Section 181 
of Article 9, Laws of 1909, Chapter 62, 
as amended, and Section 214, Article 9A, 
Laws of 1917, Chapter 726, as amended.)
One would assume that the term “phy­
sical” has long had an established meaning 
as including only those things which 
are tangible. Funk & Wagnalls’ New 
Standard Dictionary of the English Lan­
guage defines “physical” as “pertaining to 
material things as opposed to mental, 
moral, or spiritual” and gives as synonyms 
for “physical” the words “bodily, corpo­
real, material, natural, sensible, tangible, 
visible. Whatever is composed of or per­
tains to matter may be termed material,” 
and as anonyms this dictionary gives the 
words “hyperphysical, immaterial, intan­
gible, intellectual, invisible, mental, moral, 
spiritual, unsubstantial.” It will be noted 
that this standard work places only those 
things which are tangible in the classifica­
tion of “physical” and only those things 
which are intangible in the class of the 
diametrically opposed “hyperphysical.” It 
is also of interest to note that this dic­
tionary names as a synonym to “physical” 
the word “tangible” and as an anonym to 
the word “physical” the word “intangible.”
Nor is the New Standard Dictionary 
above alone in this classification. The En­
cyclopedic Dictionary published many 
years ago in London by Cassell & Com­
pany, Ltd., defines the word “physical” as
“external, obvious to or cognizable by the 
senses; perceptible through bodily or ma­
terial organization.” It is obvious that in­
tangibles are not cognizable by the senses 
nor are they perceptible through bodily or 
material organization and, therefore, can­
not be classed under this definition as 
“physical.”
It is moreover a well-defined principle 
of statutory construction that statutes in 
pari m ateria must be similarly construed 
and it is to be noted in this connection that 
Article 10-c of the Estate Tax Law of 
New York State Section 249-m. defines as 
intangible personal property, property of 
like kind as has been attempted to be in­
cluded by the State Tax Commission 
under the classification of “physical” by 
stating, “incorporal personal property in­
cluding deposits in banks, mortgages, 
debts, receivables, shares of stock, bonds, 
notes, credits, evidences of an interest in 
property, evidences of debt and choses in 
action generally.”
Manifestly there can be no question that 
the property which the State Tax Com­
mission included is to be classed as “in­
tangible personal property.” Article 9-A 
of the Tax Law furthermore defines “tan­
gible personal property” in Section 208 
as follows:
“Definition—As used in this article
* * * 2) The words ‘Tangible Personal 
Property' shall be taken to mean cor­
poreal personal property, such as ma­
chinery, tools, implements, goods, wares, 
and merchandise and shall not be taken 
to mean money, deposits in bank, shares 
of stock, bonds, notes, credits, or other 
evidences of an interest in property and 
evidences of debt.”
Here again it is definitely shown that 
property such as is attempted to be in­
cluded by the State Tax Commission is 
definitely excluded by the statute itself 
from classification of “tangible personal 
property.”
Manifestly common usage has always 
given the word “physical” the connotation 
of “tangible” and an inclusion by the State
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Tax Commission of certain intangibles is 
obviously error, and any attempt to include 
intangibles within the statutory provision 
providing for the inclusion of "physical 
property” is a construction of the statute 
not sanctioned.
It is a well-settled principle of statutory 
construction that if a word of a statute is 
not obscure or ambiguous, its meaning and 
the intention of the legislature must be 
determined from the language employed 
and where there is no ambiguity in the 
word there is no room for the construction.
The word “physical” used in the statute 
is to be read in the natural and ordinary 
sense given to it customarily by those who 
use the language with propriety, and it 
must be considered a conclusive presump­
tion that lexicographers in the compilation 
of a dictionary used the word “physical” 
with propriety. They have given the ap­
proved popular meaning to a word of 
common speech and there is no reason to 
believe from the face of the statute that 
the word “physical” was intended to bear 
some other meaning than that given it by 
common speech. It must be presumed to 
have been used in the latter sense (W a d s­
w orth  v. Boysen, 148 Fed. 771; S ch a effer  
v. B ern et, 120 Ill. Appeals 70; D oyle v. 
City o f  Troy, App. Div. 650, 122 N. Y. 
Supp. 704; P eople, ex  rel L ichtenstein  v. 
Langan, 196 N. Y. 260, 89 New Series 
470; T ow n o f F t . E d w a rd  v. H u d so n  R y. 
Co., 127 App. Div. 438, 111 N. Y. Supp. 
53; P eople v. M cN eile  v. Glynn, 128 App. 
Div. 257, 112 N. Y. Supp. 695, see also the 
M axim  E st Ipsorum  L egislaturum  T an ­
quam  viva vox, “The voice of the legisla­
tors themselves is like the living voice” ; 
that is, the language of the statute is to 
be understood and interpreted like ordinary 
spoken language.)
The Tax Commission is not at liberty to 
apply a subtle and forced interpretation to 
a word of a law and cannot read it in a 
recondite or unfamiliar sense but must 
take it in its primary and natural sense 
and assume that if some other meaning 
had been intended some other appropriate 
expressions would have been employed. 
(T o w n  o f Southington  v. Southington  
W ater Co., 80 Conn. 646, 69 Atlantic 
1023; R othschild v. N ew  Y o rk  L i fe  In su r­
ance Co., 97 Ill. Appeals 547, see also 
“Statutes” Dec. Dig. Sections 188, 189; 
Cent. Dig. Sections 266-268, 276.) The 
Statute must be complied and enforced ex­
actly as it stands. ( C hudovski v. E ckles, 
232 111. 312, 83 N. E. 846; F irst National 
B ank o f Peoria  v. F a rm ers  &  M erchants, 
171 Ind. 323, 86 N. C. 417; B a rro n  v. 
K auffm ann, 131 Ky. 642, 115 S. W. 787, 
L eoni T . P . v. Taylor, 20 Mich. 148.) 
The natural and obvious meaning of the 
language of the law must be preferred 
(U . S . v. Colorado &  N . W . Ry. Co., 157 
Fed. 321 15 L.R.A. (N.S. 167)). It is a 
rule not to extend the provisions of a tax­
ing statute beyond the clear import of the 
language used. (G ould  v. Gould, 245 U. S. 
151; 38 Section 53, 62 L. Ect. 211; United  
States v. F ield , 255 U. S. 257, 41 Sect. 
256 65 L. Col. 617, 18, A.L.R. 1461, 
Salisbury A x le  Co. v. L y n ch , 252 N. Y. 
Supp. 322.)
It is to be noted that the Appellate Divi­
sion of the Supreme Court for the Third 
Department has used the words “physical” 
and “tangible” as interchangeable and has 
thereby given them an identical connota­
tion. In speaking of the construction of 
Article 9-A of the New York Tax Law 
under which the net income forms a base, 
the Appellate Division in the case of 
P eople e x  rel Union B a g  &  P a p er Corp. 
v. K napp, 212 App. Division 221, 207 
N. Y. Supp. 673, decided January 16, 
1925, speaking through Kellog, J., says:
“It will be noted that properties in­
cluded in Class One (Real property and 
tangible personal property) for both 
terms of the proportion are tangible or 
physical properties, whereas properties 
in Classes Two and Three (Bills and 
accounts receivable from merchandise 
sold and for services performed; Stocks 
of corporation other than the corpora­
tion to be taxed) for the same purposes 
are intangible properties or choses in 
action.”
In any event if the use of the word 
“physical” can by any stretch of the im­
agination be considered an ambiguity in a 
tax statute in view of the above, it must 
be resolved in favor of the taxpayers 
(P ro v id en ce L ife  Insurance Co. v. M iller, 
180 N. Y. 525).
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C o o p e r a t i o n  B e t w e e n  B a n k e r s  
A n d  A c c o u n t a n t s
Report on Joint Meeting Between Members of Dayton Chapter of Ohio Society 
of Certified Public Accountants and Dayton Chapter of 
American Bankers’ Association
A  JO IN T meeting of members of the Dayton Chapter of the Ohio Society 
of Certified Public Accountants and rep­
resentatives from all of the national banks 
of Dayton, Ohio, was held on the evening 
of April 24, 1935, at the Miami Valley 
Golf Club for the purpose of discussing 
the presentation of proper financial state­
ments for bank credit. The meeting was 
the result of the efforts of a Committee 
on Cooperation with Bankers which had 
been appointed and which consisted of 
L. G. Battelle, Wm. A. Ullrich and Hugh 
E. Wall, all of whom are members of the 
American Institute of Accountants and 
The American Society of Certified Public 
Accountants.
The technical session, which was in 
charge of J. E. Eberly, President of the 
local chapter of the Ohio Society of Cer­
tified Public Accountants, consisted of 
questions which were answered by repre­
sentatives of the banks, a short discussion 
following each question and answer, and 
the presentation of “Recommendations to 
the Auditors as suggested by the Bankers.”
The questions were answered by Geo. 
R. Gaskell, Vice-President of the Winters 
National Bank & Trust Company, A. C. 
Wolf, Executive Vice-President of the 
Merchants National Bank & Trust Com­
pany, and Geo. W. Ruppert, Manager of 
the Savings and Loan Department of the 
Third National Bank & Trust Company.
At the conclusion of the meeting, Mr.
A. C. Wolf expressed for the bankers, ap­
preciation to the accountants who had ar­
ranged the meeting, and whose guests they 
were.
About forty-five persons were in attend­
ance at the dinner and at the discussion 
which followed. Approximately half of 
those present were officers and directors 
of the banks.
The following is a statement of the
questions and answers as presented at the 
meeting and also a copy of the recommen­
dations to the auditors as suggested by the 
bankers:
Question 1. A sizable corporation with 
its head offices in Chicago, and whose 
paper was sold on the open market, had 
its books audited by a firm of accountants 
of national reputation and was furnished 
a balance sheet showing the condition of 
this business as at December 31st. The 
corporation had a strong cash position and 
there was $100,000.00 of notes payable 
maturing January 2nd. These notes pay­
able were not disclosed in the balance 
sheet, and a similar amount had been de­
ducted from the cash account. Was the 
accountant justified in eliminating this 
liability even though funds were on deposit 
at the bank or broker’s office where the 
paper was payable?
A nsw er. In our opinion the corporation 
statement should have shown the $100,­
000.00 as additional cash on hand, and the 
$100,000.00 of notes maturing January 
2nd as a direct liability. The reason for 
this is that the ratio of current assets to 
current liabilities was changed entirely by 
the two different balance sheets. As an 
example, a corporation having current as­
sets of $300,000.00 with accounts payable 
of $50,000.00 and a note issue of $100,­
000.00, makes a total direct liability of 
$150,000.00, giving the corporation a ratio 
of two to one in current position. Taking 
the same set-up and eliminating the note 
issue from cash reduces the current assets 
to $200,000.00, and current liabilities of 
$50,000.00 or a ratio of four to one in 
current position.
This in our judgment should not be con­
sidered a true statement of the Company 
as of December thirty-first, and it is our 
opinion that no obligations should be re­
moved from the statement until they are
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a c tu a lly  p aid .
Answered by A. C. Wolf.
Question 2. (a) Is there any justifica­
tion for an auditor placing cash value of 
life insurance under current assets in a 
balance sheet?
(b) In case of a loan made on the policy, 
how should this be shown on the balance 
sheet ?
A nsw er. Primarily, life insurance on 
the lives of officers of a company should 
be considered as an investment and there­
fore not subject to classification in current 
assets. However, there may be justifica­
tion for the inclusion of cash surrender 
value as a current asset in the balance 
sheet, and from the bankers’ viewpoint we 
do not object to this classification as long 
as there are no legal strings to it, such as 
contracts making it prohibitive for the 
company to borrow, and so forth. In case 
there is a loan on the policy we bankers 
would consider it satisfactory to show it 
as a deduction from the asset value, there­
by ascertaining the net cash surrender 
value as an asset item. In view of the 
fact that the loan against cash surrender 
value is without recourse against the com­
pany, except insofar as that portion of the 
cash surrender value is pledged is con­
cerned, there is no particular reason for 
showing the loan as a direct liability on 
the balance sheet. However, it should al­
ways be shown as a deduction from the 
asset. In speaking generally about cash 
surrender value of life insurance, the 
banker finds, much to his sorrow, that in 
a large number of cases there has been an 
agreement entered into between the com­
pany and other parties, usually the prin­
cipal whose life is insured, to the effect 
that in the event of death of the principal 
the insurance is payable to the widow in 
exchange for the principal’s, or widow’s 
stockholdings in the company, and occa­
sionally we find in such an agreement a 
stipulation to the effect that the company 
cannot borrow against the cash surrender 
value that may be accrued. Therefore, it 
is easy to see that under circumstances 
such as this, the cash surrender value has 
no asset value to the company, and under 
such circumstances it should not be in­
cluded as an asset at all. Therefore, in 
view of the large number of cases where
there is a separate side agreement in re­
gard to life insurance we believe that it is 
the duty of the accountant to definitely 
determine whether or not there is an agree­
ment in existence and if so what the pro­
visions might be, and the result of this 
investigation should be set forth in the 
audit report.
Answered by Geo. R. Gaskell.
Question 3. Do you think there is any 
danger in the American Bankers’ Associa­
tion or any other body laying down a rule 
as to what are the minimum requirements 
of an audit? What is the banker’s thought 
as to the minimum requirements of an 
audit ?
A nsw er. In our opinion there should be 
a standard requirement for an audit rather 
than a minimum requirement. At the pres­
ent time there are numerous kinds of au­
dits, and in many cases the clients ask the 
accountants to give them certain items 
only, which of course is not a complete 
audit, in other words, there are matters 
which he does not want the bank to know. 
We feel that all audits should be stand­
ardized to have the auditor certify that he 
has examined all the accounts of the 
company for a certain period, and that the 
balance sheet and statement of profit and 
loss, in his opinion, sets forth the true 
financial condition of the company.
Answered by Geo. W. Ruppert.
Question 4. What attitude does the 
banker take to the writing down of capital- 
asset values except through the usual an­
nual provision for depreciation, or for ob­
solescence or abandonment ? Also, what 
is his attitude regarding the writing up of 
capital assets?
A nsw er. In regard to the writing down 
of capital assets, we do not hesitate to say 
that invariably such procedure is usually 
at the suggestion of the banker or the au­
ditor for the purpose of reducing deprecia­
tion charges in the operating statement. 
Also it may be suggested for the purpose 
of bringing inflated values down closer to 
realizable values. Usually the banker is in 
favor of writing down capital assets to 
sound values or better than sound values. 
In regard to the writing up of capital as­
sets, the banker objects to this practice 
under any circumstances, except from the 
standpoint of a sale of the company. In
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case the capital assets have been written 
up and the write-up is carried as capital 
surplus, the banker usually reduces the 
assets and the net worth by the amount of 
write-up, thereby bringing it back to cost, 
less depreciation, value.
Answered by Geo. E. Gaskell.
Q uestion 5. In making a loan to cus­
tomers, to what extent does the bank take 
into consideration the following items: (a) 
ratio of current assets to current liabilities;
(b) ratio of current liabilities to capital 
structure, including surplus?
A nsw er. In regard to current ratio, the 
current ratio is ordinarily given consider­
able thought for the reason that a satis­
factory current ratio based on actual real­
izable current assets is the safeguard 
against capital loans. However, there is 
no set current ratio which can be consid­
ered satisfactory for all types of business. 
Therefore, it requires considerable knowl­
edge of the customer’s business, the sea­
sonable demands, the selling terms, type 
of inventory, and quality of receivables, 
before a satisfactory current ratio for the 
particular customer can be arrived at. In 
times such as these, after a lengthy and 
serious depression current ratio probably 
receives less consideration than it would 
in normal times, except insofar as the 
trend is concerned. I mean by this, that 
the mere fact that the current ratio is not 
considered good for the particular business 
under discussion does not necessarily mean 
that the banker will not grant the loan. 
However, if the current ratio is continuing 
to decline we have a very definite warning 
flag that the matter should be investigated 
thoroughly before any definite decision is 
made.
I do not think that the ratio of current 
liabilities to capital and net worth is given 
as much consideration as total liabilities to 
net worth, except in isolated cases where 
the majority of the debt might be in the 
form of long-term funded debt. There is, 
however, one point which the credit man 
watches carefully, and that is to see 
whether or not creditors have more in­
vested in the business than the owners, 
and from this standpoint the ratio of cur­
rent liabilities to capital structure is of 
value.
Answered by Geo. R. Gaskell.
Q uestion 6. In making a loan to cus­
tomers, to what extent does the bank take 
into consideration the following terms: (c) 
book value of capital assets; (d) dividend 
policy of the company. In considering a 
dividend policy, say, as at November 30,
1932, the following case is submitted: 
Balance-sheet of mercantile company as 
at November 30, 1932:
Current assets ...................  $6,000.00
Other assets ........................ 1,000.00
Current liabilities...............  3,000.00
Capital s to ck ........................ 2,000.00
Surplus.................................. 2,000.00
The average annual earnings for a five- 
year period ending November 30, 1932, 
amount to $250,000 a year. The earnings 
are not declining. What dividend policy 
would you consider to be sound?
A n sw er. In making loans to customers 
the book value of capital assets are usually 
considered as being a cushion of safety, 
and if the capital assets are heavily mort­
gaged the careful banker does not give 
any consideration to book equity.
The average banker does not object to 
a reasonable dividend policy where it is 
paid out of earnings with sufficient earn­
ings left over after the dividend payment 
to increase surplus a reasonable amount. 
What might be considered a reasonable 
amount would be based entirely upon the 
particular conditions surrounding the ap­
plicant.
In referring to the balance sheet of the 
Mercantile Company, which is set up on 
the sheets which you have in your posses­
sion, you will note that this company has 
total resources of $7,000,000.00, a current 
ratio according to the books of two to one, 
and a ratio of debts to net worth of .75 to
1. It is the opinion of the average credit 
man that the maximum debt structure of 
the ordinary mercantile concern ought not 
exceed 1 to 1, purely from the standpoint 
of liquidation, and we note in this par­
ticular case that the ratio is very high, al­
though it has not reached the borderline. 
In view of the fact that this company has 
shown average earnings of $250,000.00 a 
year, and that the earnings are still being 
maintained, and assuming that the ratios 
have not shown any decline, it would be 
my opinion that dividends should not ex­
ceed 5% per annum, which would be
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$100,000.00, thereby leaving $150,000 per 
year to be added to surplus, thereby im­
proving the ratio of debts to net worth.
Answered by Geo. R. Gaskell.
Question 7. (a) Is there a duty upon 
accountants to differentiate in their certifi­
cates between slow accounts receivable and 
those that are current? We have seen one 
flagrant instance of this not being done 
and several others not of such great im­
portance.
(b) In cases where public accountants 
know that certain receivables will be slow 
of collection, or will, by agreement, be 
spread over a long period, should not the 
total of such items be segregated and ex­
cluded from the current assets?
(c) What classification should be given 
to installment payment receivables over a 
period of beyond a year? We notice that 
many financial statements of retail dealers 
in furniture, radio, clothing, etc., who do 
an installment business, have payments run­
ning far beyond a year, and we have often 
observed that the total amount of out­
standing receivables are included among 
quick assets by the accountants. Should 
this particular class of receivables be split 
and only those due within, say, twelve 
months, be included among quick assets?
A n sw er. (a) and (b) I believe that this 
question is completely covered in the rec­
ommendations to the auditors suggested 
by the bankers.
(c) In our opinion, installment payment 
receivables which are due beyond one year 
should not be included as current assets, 
however, the usual procedure is to list 
them as current assets. We do not believe 
that this practice is particularly objection­
able if the company also shows as a liability 
a reserve for unearned income of satisfac­
tory amount. If  the reserve for unearned 
income is shown, credit men theoretically 
should deduct this reserve from the current 
asset of accounts receivable and compute 
the current ratio, using the net figures of 
receivables.
Answered by Geo. R. Gaskell.
Question 8. It is customary to find on 
the balance sheets of Finance Companies 
an item “Unearned Income,” which usu­
ally represents a considerable sum. Should 
this item be classified as a current or de­
ferred liability?
How should the corresponding asset be 
shown ?
A nsw er. There is undoubtedly consid­
erable argument possible in connection 
with the proper classification of reserve 
for unearned income on the balance sheet. 
However, from the banker’s standpoint he 
is only interested in seeing it shown and 
does not object to its being shown as a 
deferred liability in the manner of a re­
serve, nor does he object to its being shown 
as a current liability. In fairness to the 
customer, it would be my opinion that it 
should be shown as a deferred liability and 
that the banker should then take this item 
into consideration in computing the cur­
rent ratio as suggested in the preceding 
questions.
Answered by Geo. R. Gaskell.
Question 9. (a) We have noted several 
cases of failure to separate earned sur­
plus and capital surplus, the two being 
shown combined without any warning that 
such is the case.
(b) How should surplus arising 
through appraisal and its corresponding 
depreciation be treated?
A nsw er. Capital surplus whether paid 
in or placed on the books of the company 
through the reappraisal of capital assets 
should never be combined with earned 
surplus. Each item should be listed by 
the accountant in detail, so that bank 
credit men may reconcile the various sur­
plus accounts from one statement to 
another in an intelligent manner, and deter­
mine how much progress the Company is 
making from operations through increas­
ing surplus out of earnings, which you 
realize becomes an important factor in ex­
tending credit.
Depreciation on the appreciation of 
fixed assets through reappraisal should be 
set up on the books of the Company as a 
reserve for depreciation on appreciation, 
and segregated from the normal depre­
ciation account. This appreciation should 
be depreciated as rapidly as possible con­
sistent with sound credit principles.
As an example let us say that a Cor­
poration has $500,000.00 of fixed assets 
and these assets were written up to $700,­
000, giving a capital surplus account 
of $200,000 arising from this reappraisal. 
Depreciation on the cost value of these
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assets ($500,000) should continue at the 
proper rate, while a higher rate should be 
used on the appreciated portion ($200,000) 
and this depreciation on the $200,000 
should be shown on the balance sheet as a 
separate item properly labelled so that a 
glance will tell how much of this reap­
praisal remains as an asset.
When this depreciation against appre­
ciation has reached the total amount of the 
capital surplus account such capital sur­
plus then becomes an earned surplus.
Answered by A. C. Wolf.
RECOMMENDATIONS T O  T H E  
AUDITORS AS SUGGESTED 
BY  TH E BAN KERS
Size o f A udit R eports  
In view of the fact that audit reports 
as given to the banks are filed in the 
credit folders, it is recommended that all 
reports be written on ordinary letter-size 
paper in order that they will fit the aver­
age credit folder and thereby simplify fil­
ing.
A cco u n ts R eceivable 
A complete break-down of accounts re­
ceivable, showing that portion which is 
current together with the amount that is 
past due, is of great assistance to the 
credit men, and it is recommended that 
wherever possible the receivables be segre­
gated into current receivables and past due 
receivables. It is well to call attention at 
this time to the fact that a mere aging of 
receivables in the section of the report is 
not sufficient in some cases, due to the fact 
that the receivables may be 120 days old, 
however, they may carry a further dating 
which would satisfactorily bring them 
within the current classification.
Liabilities
All liabilities should be shown on the 
liability side of the statement and not de­
ducted from the asset, as is quite often the 
case. Also all contingent liabilities should 
be scheduled and a determination made, if 
possible, as to whether or not in the opin­
ion of the auditor the contingent liabil­
ity is purely one of contingency and not 
one of actual direct liability.
The audit report should contain a de­
tailed schedule of all obligations of the 
client showing where they are held, matur­
ity, rate of interest and collateral or secur­
ity if any. Accounts payable should be 
broken down into trade and other payables 
and indicate what is past due.
P erm an en t A ssets and Depreciation  
The balance sheet item of permanent 
assets should be broken down to the point 
where statement will disclose the amount 
invested in land, buildings, equipment, 
jigs, dies and fixtures, tools, and any other 
major classification. It is also requested 
that depreciation should be completely 
broken down to show the amount of de­
preciation upon all of the above classifi­
cations, and that a separate schedule in the 
audit report be set up showing all addi­
tions to fixed assets during the year, to­
gether with the amount of depreciation 
taken on each classification during the 
year, as well as that which has been taken 
in previous years; also covering any de­
ductions from fixed assets.
B ank Copies o f  R eports  
A large number of concerns are in the 
habit of presenting the bank with a con­
densed statement of assets and liabilities 
and an operating statement. This practice 
is not satisfactory to the banks and necessi­
tates contacting the borrower and request­
ing him to bring us the complete audit re­
port as prepared by the accountant. The 
auditor is in a position to advise the client 
that an incomplete report is not satisfac­
tory to the bank, and also a mere bal­
ance sheet and operating statement pre­
pared by an audit firm without audit— 
merely representing figures as copied from 
the books of record—is of no value to the 
bank and a complete waste of money to 
the client. Also, an audit report that is 
apparently camouflaged at the request of 
the client is of distinct disadvantage to 
the client in the eyes of the bank, in view 
of the fact that it is worse than no report 
at all. The practice of allowing a client 
to dictate as to how certain assets and 
liabilities should be shown, when contrary 
to sound accounting practice, is extremely 
detrimental to the accountant, and his pres­
tige with the bank is immediately lost.
Consolidated R eports  
Where there is a parent company and 
one or more affiliated companies owned 
and controlled by the parent company, it
( C ontinued on page 372)
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T h e  A c c o u n t a n t  L o o k s  a t  t h e  
C o r p o r a t e  S t a t e *
b y J .  W e l d o n  J o n e s , Insular Auditor of the Philippine Islands
Mr. President, Members of the Political 
Science Club of the University of the 
Philippines, and Guests:
I merit a well-deserved rebuke for at­
tempting to speak to you today. I ask 
your indulgence of my appearance in the 
role of a speaker before the Political 
Science Club on two grounds,—my in­
terest in the activities of university life 
and my growing and current interest in 
the field of political science. Frankly, 
these two interests have led me to cast 
discretion to the winds. I am appearing 
before students of political science, then, 
not hoping to bring you a contribution in 
your field, but trusting that in your hear­
ing an accountant’s views, you may be 
somewhat better able to direct your mis­
sionary efforts!
Your president kindly consented to sub­
mit some topics for this address. I regret 
exceedingly that I was unable to select one 
of them. They were excellent topics. I 
was pleased to find that your interest ran 
along such lines. My own inability to dis­
cuss them reminded me of the grandpar­
ents of a little boy who resided in the 
earthquake zone of California. The story 
goes that the little fellow was sent to his 
grandparents for safe-keeping during the 
shocks from Mother Earth. After some 
weeks, the grandparents returned the boy 
with a letter requesting that the boy be 
kept by his parents and the earthquake 
sent to the grandparents for safekeeping!
Allow me to confess at the outset that I 
do not know what a “Corporate State” is. 
My observations then must be generaliza­
tions for the most part. I believe that the 
term first came to my attention last 
November in connection with the political 
activities in Italy. I believe that it is also
*Th is  is an address delivered by M r. J. W e l­
don Jones, Insular A ud ito r o f the Philippine 
Islands, before the Politica l Science Club, U n i­
versity o f the Philippines on February 17, 1934.
true that the leader of the Italian State 
had prophesied that this new political or­
ganization must be the type which the 
United States of America must eventually 
adopt.
Allow me to state that in all my re­
marks this afternoon, my background is 
first the U. S. and second a professor, if 
you please, looking rather theoretically at 
a modern industrial state.
Even if we have to confine ourselves to 
the merest shadow of an outline as to 
what this “Corporate State” is, yet it may 
be interesting to explore some of its 
potentialities. Since an accountant is sup­
posed to know something about corpora­
tions, I have assayed to present some 
phases of the possible premise, a Cor­
porate State. Mayhap, I shall dwell on 
some of the problems and limitations of 
such an organization. I shall ask you to 
believe that if this be true, it is not neces­
sarily evidence of my inherent opposition 
to any such venture. It occurs to me that 
if I am to be helpful to you at all, my 
knowledge of the accounting technique 
might be brought to bear on such a sub­
ject by one who feels keenly not only the 
possibilities of accounting, but also its 
limitations. Its possibilities are perforce 
of the future; its limitations belong to the 
here and now.
May I present as a background some of 
my own opinions and philosophy concern­
ing economics and political science. It is 
always well to see what kind of a hat the 
magician wears. After ascertaining the 
nature of the hat, we are better prepared 
to forecast the kind of rabbits we may ex­
pect! And of course, in all this, I shall 
be too simple. Over-simplification may be 
called the besetting sin of our times.
First, I would have you know that I 
am sympathetic to a program of experi­
mentation. To me, mankind has an in­
finite number of roads down which he may 
travel. For centuries he traveled down
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those roads which were best lighted by the 
light of experience, correcting his direction 
as the painful experience of the “burnt 
child” led him to do. Of course, I would 
not minimize that light which has been 
our guide through the ages. It would be 
the height of folly to do so. So in sub­
scribing to a policy of experimentation, I 
merely mean to call attention to the fact 
that other factors are with us at the 
present time which must not be over­
looked, which must receive their share of 
attention and emphasis. I take it that you 
will agree that there are times when man 
must forget the fire which has burned him, 
and when the light of experience fails to 
show him the road. The many confused 
voices with which the troubled air of the 
world today is filled, are evidences to me 
that we may be experiencing such times. 
In short, little of the simple remains in 
life and we are forced to recognize a 
growing economic interdependence. At 
once you will ask me, and how does such 
a statement harmonize with the evident 
trends towards nationalism? I reply that 
the growing economic interdependence is 
promulgated by forces which to my way 
of thinking will not be downed, can not be 
swept back. I feel that the very fact of 
our present outburst of nationalism is 
evidence of the recognition of this eco­
nomic dependence on one another. It may 
well be a logical working-out of this force 
internally first in our economics which has 
emphasized the force of the nationalistic 
spirit. We may well wonder what will be 
the ultimate compromise between the 
forces which are sure to conflict in the 
field of international relations. Fortunate­
ly, man is not new to being swept along 
by conflicting ideals. He has usually 
managed to escape most of the dilemmas 
which have faced him. We may expect 
expedient compromises to continue with 
us. In the vast experiments in govern­
ment and economics which have taken 
place in the last two years in this world 
of ours, many sincerely feel that that type 
of government which we call Democracy 
has suffered irreparable lost ground. I 
say frankly to you that I do not see the 
developments in this light. I know that 
there are those whose judgment carries 
weight who feel that the United States
has moved towards autocracy during the 
past few months. I can not share such 
sentiment. To me, Democracy is working 
at its best when bold and resourceful 
leadership is given a free hand and un­
limited support in times of crises. I do 
not think that any defender of Democ­
racy ever held that our system of checks 
and counterbalances should leave us inert 
in times of stress. We must admit stern 
executive leadership into our political 
thinking when we face grave events. It is 
a cause for optimism to see sustained 
leadership and the people responding 
loyally to the demands of government, 
when the greatest challenges are being 
hurled. I find such optimism in many 
events which have taken place in the 
United States and England recently.
And for one, I shall not feel that de­
velopments in Italy and Germany mean a 
body blow for Democracy. Autocracy has 
often scored successes like those of Mus­
solini today and those which Hitler may 
achieve tomorrow. But history records 
them as being temporary, while the vic­
tories of Democracy have usually been 
permanent. Again, I would call your 
attention to the fact that in almost 
all countries, there has been a marked 
drift towards governmental consideration 
for the masses. The forgotten man 
will remain a myth, but, nevertheless, 
it can not be denied that he has received 
more attention at the hands of govern­
ments since 1930 than ever before. Is this 
autocracy? Is this not the spirit of De­
mocracy? Whatever the outward forms 
may show at first blush, I shall believe 
that the spirit of Democracy has made 
strides, has justified itself as a way of 
governmental organization, and has failed, 
on first look, in places where it faced in­
surmountable difficulties,—a failure which 
in itself may be giving us the evidences of 
Democracy’s silent progress in the hearts 
of men. At least, those of us who are 
inclined to be hopeful here, can trust that 
the residuum of our times will be a greater 
influence of the masses in government. I 
shall not believe that economic parity 
among the groups of our orders is to be 
achieved overnight. I am as hesitant to 
believe that political equality for all is 
realized in times short of generations. Yet
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I will feel that at least psychologically, the 
masses have gained ground since 1929. It 
is difficult to put one’s finger on progress 
or retrogression here. But I mistake the 
times, if we have not learned empirically 
that old axiom that a profit economy can 
not function with any large group de­
prived of the means of profits. Many 
have known this for years. It appears to 
me that it is now written so that those 
who run may read.
But you are beginning to ask me what 
has all this to do with a Corporate State. 
Mayhap a great deal. In times when we 
find the impact of private enterprise on 
large groups of our population too great 
to allow a normal functioning of political 
or economic factors, I, for one, instinctive­
ly turn to our present machinery in an 
attempt to locate the difficulty. My ex­
perimentation would be with this ma­
chinery rather than requisitioning for an 
entirely new piece of machinery. May I 
make myself clearer by an analogy, (and 
analogies are always dangerous!) I shall 
not discard the principle of making ice 
because I have seen icemaking pass 
through various stages of development. I 
would accept the electric refrigerators of 
the present over the various water coolers 
of an earlier day. In an age of electric 
ice boxes, we would likely find ourselves 
handicapped if we attempted to use water 
and ice coolers of three decades ago. At 
any rate we do outgrow our machinery, 
but experimenting with our machinery is 
something quite different from ordering a 
new plant! To be concrete, it may be that 
the old machinery of the gold standard 
has been outgrown in our changing world. 
I feel that automatic machinery, automatic 
checks and counterchecks are to be less 
and less trusted as we leave the simple 
for a complex order. This is where I 
find the indispensable need for injecting 
more of the elements of control and plan­
ning in our order. The age-old automatic 
machinery of free competition has played 
us some poor tricks. That is hardly 
enough to discard the principle of com­
petition. It means that machinery less 
automatic must be installed. I f  the sel­
fishness and greed of human hearts has 
been the chief cause of the failure of the 
old automatic machinery, may we not feel
that the reason and logic of human minds 
may be able to use the same plant under 
different machinery with more safety 
valves, and control levers? And we may 
find in the old order the rudiments of these 
control levers, the already well-developed 
reins of control. Here I have in mind the 
modern corporation.
It seems to me to be no accident that 
the Italian State has recently resorted to 
something called the corporate state. I do 
not know the details of the machinery, ex­
cept to feel that it makes use of giant cor­
porations or cartells for controlling the 
production and distribution forces of their 
economy. The variations of such a pro­
cedure may be legion. We may well 
think that in Italy the motive power and 
the deciding voice on production and other 
activities come from the head of the state. 
In fact we are told that he may supplant 
the Chamber of Deputies. This would be 
one way of doing things. Its weaknesses 
are apparent, as well as its strength, but I 
shall not be interested in that here, be­
yond to say that I do not agree that the 
same inflexibility of operation, the same 
loss of individual initiative and the same 
centralization of authority would prove 
acceptable to the peoples who have known 
Democracy longest. But note you the 
Corporation may hold some solution for 
all peoples. What is this thing which we 
have known as a creature of state for so 
many years, this thing which in the words 
of Chief Justice Marshall, is intangible, 
immaterial and having existence only in 
contemplation of law? What has a hun­
dred years of experience with the corpora­
tion taught us? What is its present status, 
its trends, its potentialities? Let us ex­
amine this economic phenomena which has 
made its appearance slowly and persistent­
ly. In it I expect to find confusion com­
pounded; with it I expect to find much of 
the accountants’ and the political scientists’ 
destiny. I have in mind the modern cor­
poration.
Some very interesting studies have been 
made during the last year concerning the 
economic status of America’s 200 largest 
Corporations. I am not sure just why this 
particular number was used, but it is a 
convenient dividing line. May I ask you 
to personify this concept of the 200 largest
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corporations in America ? At least, I 
would have you think of them as an In­
stitution. Professors Berle and Means in 
their recent book, “The Modern Corpora­
tion and Private Property” develop the 
thesis that they are an institution,—as 
much of an institution as feudalism, or the 
Church, or our public school system. Here 
we have the institution through which a 
relatively few men make the answers to 
the biggest of all questions,— “What shall 
we do?” To that question, Management of 
America’s 200 largest corporations makes 
the answer, and it is through the institu­
tion of the corporation that their answers 
are translated into production and dis­
tribution. It is self-evident that the lives 
of nearly all of us are affected by the 
wisdom or lack of wisdom in such de­
cisions by this relatively handful of men. 
Here we have centralization of the highest 
sort. It has been said that less than 2,000 
men decide the economic destinies of more 
than 120 millions of people. Here we have 
a type of organization that is the best 
which private initiative and competition 
have been able to give the world. Here 
we have reins of control and responsibility 
which are the best product of the engineer, 
the cost accountant, the sales manager, the 
personnel manager, and the executive 
management. Would it not seem logical 
that the product of the corporate institu­
tion in these fields is too precious to be 
discarded, too valuable to be destroyed 
completely? Here I  find machinery that 
has invaluable functions for man in a com­
plex order where the production and dis­
tribution processes of wealth are infinitely 
complex.
Does not the foregoing hold vital in­
terest for the student of political economy ? 
At a time when so many schemes are be­
ing proposed for the control of economic 
life by the state, does not the above open 
up untold vistas for proper functions of 
the state, for possible channels for state 
influences, for a compromise, if you 
please, between laissez faire and com­
munism ? Perhaps I am over-reaching 
my thesis, but I sincerely feel that we have 
here in a new institution, machinery which 
holds as much interest for the student of 
political science as for the student of 
economics, law, accounting, or industrial
management.
Time does not permit me to develop this 
theme, granting that I had the necessary 
background in political science. I shall 
content myself with viewing the corporate 
institution from an accountant’s viewpoint 
and suggest in closing a step which to me 
seems promising of real progress.
It may seem contradictory, after my 
praise of this thing called the corporate 
institution, if I in turn begin to point out 
its defects and weaknesses. However, I 
think I can substantiate both views. Since, 
as an accountant, I am familiar with some 
of its weaknesses and dangers, I wish to 
look at the corporation from this other 
viewpoint. It may be helpful as a brake, 
if you should decide as students of politi­
cal economy that we do have possibilities 
down the road we may call the Corporate 
State. (Mind you I am not trying to de­
fine that term. I am merely calling at­
tention that such a term might be used in 
a myriad of combinations in statecraft).
As suggested, the corporate institution 
has evolved slowly, almost imperceptibly. 
Of course, you and I have heard of ab­
sentee ownership, of mergers and con­
solidations, anti-trust laws, and proxy vot­
ing. But I dare say that we have failed 
to recognize that a new institution was 
among us. Certainly, we have failed to 
formulate a philosophy for, and a policy 
towards, this corporate institution. The 
result has been confusion, and confusion 
generally marks the conclusion of every 
study which has been made of man’s latest 
institutional creation.
Perhaps, the central characterization of 
this new institution is the completeness 
with which it has divorced ownership and 
management. You will at once see that 
such results strike at the very roots of our 
traditional concepts of private property. 
Let us sketch some of the steps which 
have been taken in the subtle but realistic 
“divorce proceedings.”
Doubtless, all of you are acquainted 
with the fact that the total stock held by 
the management in our largest corporations 
is usually a very small minority of the 
stock outstanding. In many cases the 
stock held by the management is only a 
few per centum of the ownership equities. 
You may be less familiar with the fact
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that we have witnessed almost complete 
elimination of the state’s supervision over 
contributions of capital to our largest cor­
porations. You may know that the pre­
emptive rights of stockholders to invest 
additional moneys in the corporation have 
suffered drastic curtailment; that the fixed 
capital structure is largely a fiction; and 
that the routing of dividend and the dilu­
tion of equities behind certain classes of 
stock have become possibilities, if not 
facts in all cases. I am leaning heavily 
here on the findings of Professors Berle 
and Means.
We can almost reach the incredible, if 
we wish to point out that accretions of 
wealth surpassing the total valuations of 
many states, are in no realistic sense man­
aged by the legal owners of that wealth. 
It is only incredible, if we fail to remem­
ber the implications of our growing eco­
nomic interdependence. The divorcement 
started with the machine and the speciali­
zation of human effort. You may wish to 
ask here if the modern corporation will 
continue to grow or will it meet decentrali­
zation. Your guess is as good as mine. 
I personally feel that it will continue to 
grow; that the forces which called out 
this institution are still at work and can 
not be arrested. In one sense we already 
have a corporate state in America! Ac­
cepting this viewpoint, I turn to explore 
the possibilities of finding a road that leads 
away from confusion towards order; a 
road that has an objective; a road that has 
some sign-posts along the way.
It is here that the political scientist and 
the accountant enter the scene,—the politi­
cal scientist to use this new institution as 
proper channels through which the forces 
of the state may be felt; the accountant, 
as the collector of statistical information, 
will be invaluable in helping us to make 
the proper decisions.
I would have you note here that in­
formation without policy of the right sort 
is valueless; and that information without 
certain criteria and objectives is meaning­
less.
I f  we would commit ourselves to a 
planned future, it is but the act of a pru­
dent man to be realistic about the matter. 
We may admit that the new trial is full of
dangers. It is as dangerous as Nazism. 
It can mean the destruction of not only 
laissez faire economics but political liberty 
as well. It can mean that force is applied- 
force to a limit which neither you nor I 
wish for our posterity. For in all the new 
schemes of government which have been 
proposed, we must not forget that men 
love p o w e r  quite as much as they love 
m o n e y !
It may be well to calmly survey such a 
road and see if there are not compromises 
along the way. I shall believe that a sys­
tem of checks and counterchecks can be 
built up by human wisdom which will al­
lay the fears of the conservative and en­
courage the timid and inactive. A realistic 
view will force us to the conclusions that 
we need courageous leadership and in­
formation. It is not my aim this after­
noon to discuss the needed courage in 
leadership. I am at present interested in 
hard cold statistics, if you please. It is 
from them that we must have the founda­
tion for making decisions.
Now the corporate institution in 
America has a great deal of these statistics. 
They are for the most part the product 
of the accountant. Within each corpora­
tion, there has been recorded a story 
which is of the most vital economic sig­
nificance, if we remember just what the 
modern large corporation means to Ameri­
can life. But this information has not 
been made available to those who fur­
nished the capital commitments, to those 
whose savings made up the huge ac­
cretions of capital which we have wit­
nessed. And it has not been made avail­
able to those who might correlate the ef­
forts of an entire industry, might have 
given the danger signal to those myriad 
of investors who hold the accumulated 
savings of society.
As an accountant, I know that the in­
formation given to the public has been 
most meagre. The consolidated condensed 
financial statements have concealed more 
than they have revealed. The annual 
statements have too often been the object 
of “window dressing.” The annual let­
ters to stockholders have too often been 
little more than “pep letters.” Of course, 
I am not talking about all financial state­
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ments. Many of them are excellent. And 
I am not forgetting the many perplexing 
problems in accounting which even ac­
countants have not yet solved. It is not 
strange that he has not solved all of his 
problems, for many of them are in that 
dark continent called v a l u e . But the cor­
poration accountant has made tremendous 
strides in the past three decades in ac­
certaining the cost of production and the 
return on capital commitments. Such in­
formation has been of the very core in the 
growth of our huge corporations. It has 
been the tool of management in making 
decisions. Some of these decisions com­
mitted huge accretions of savings into 
enterprises which could not be liquidated 
for a generation. For mind you, man 
cannot yet build a bessemer furnace and 
change it all will overnight into a machine 
for producing shoes.
I would have you note here that there 
is nothing inherent in the accounting tech­
nique which would forever restrict it to 
use as a tool of an individual corporation. 
The technique which can be used to con­
trol the activities of the United States 
Steel Corporation is also adequate for giv­
ing information for the control of the 
steel industry in the United States. Here 
then we have a technique which does give 
us facts as to cost which are reliable for 
practical purposes, a technique which does 
measure income from economic ventures, 
a technique which will gauge the wisdom 
of capital commitments by the money 
fruit of the venture. I still believe that 
we should do those things for which peo­
ple have sufficient desires, to cause them 
pay cost plus a reasonable profit. It is 
not for me to decide what is a reasonable 
profit. Fortunately, man does not have 
to have final, ultimate definitions in order 
to make progress. If  ultimate truth were 
an antecedent to action, man would never 
be able to act. As has been said, we do 
not have to be tailors to find a hole in our 
trousers!
Here then we have in the corporate in­
stitution the means for deciding what we 
shall do on a competitive basis. All of us 
by our dollar votes act as umpires on the 
decisions made by the management of the 
means of production. And here in the ac­
counting and statistical techniques we have 
the means for knowing currently and ac­
curately just what the decisions of the 
umpires are. We shall make errors in 
committing our capital, that is granted. 
But errors are half corrected when known. 
They are more than half corrected when 
known currently. And error is always 
preferable to confusion. I am merely try­
ing to make a case for objective econom­
ics. And come what, come may in the 
realm of politics, if our basis is not sound 
economics, I can not see the survival of 
the political machine. In the recent words 
of Dr. Glenn Frank, “the balance sheet of 
the nation’s enterprise must be accurately 
and adequately before us all the while. 
The ever-changing ebb and the flow of the 
national income must be faithfully mir­
rored in cumulative statistics open to the 
leadership of government and industry at 
all times. Otherwise it will be impossible 
to relate specific developments to the gen­
eral trends.” I believe that the accounting 
technique has done just that correlating 
for the individual enterprises of America. 
And yet we know that in the larger sense 
there was no correlation between private 
enterprises and current trends, between 
statesmanship and economic phenomena. 
Is there a compromise? Is there a way 
out? I refuse to answer in the negative. 
And I would not have you think that I 
believe the way out to be through govern­
ment by the specialist. I feel that states­
manship is an art as well as a science, and 
I would be the last to favor an order in 
which all decisions were made by the 
political scientist, the economists, or any 
other group of specialists! Although I 
have been proud to be numbered among 
them, I do not want an order run by 
Professors! There is room and need for 
both the statesman and the specialist. I 
would have the latter stand behind the for­
mer, to be the conveyor of information, 
information which revealed, information 
which would keep a fact-basis under our 
political consideration of national policies. 
And again, with Dr. Frank, I say that we 
can not believe that the unitary govern­
ment of the Fascist brand is the way out. 
If  we can set up the mechanics which will 
bring together the facts on which policy
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can be soundly formulated, and if we can 
school ourselves to respect facts regard­
less of what they do to our party slogans, 
we shall, I suspect, find that we acted 
more wisely than the nations now sur­
rendered to dictatorships.
I wish to point out at least one salient 
on which we may achieve some of the 
above ideas of Dr. Frank. Allow me to 
present briefly the background. We cer­
tainly have need in our complex order o f  
the machinery which would bring together 
the savings of the masses and turn them 
over to management which is entrusted 
with capital commitments. I have in­
timated that the accounting technique has 
been the tool of management in the past. 
I am wondering if it may not also be 
made the master of management in as far 
as management will recognize a master. 
Let us explore a bit farther. The chief 
present mechanism for bringing about this 
collection of savings is the security ex­
changes. I do not think that anyone can 
vitiate their economic function. I know 
that there are those who would have the 
exchanges torn out of our economic life 
and forever banned. This attitude has 
been due largely to the abuses of the ex­
changes rather than their legitimate uses. 
For my part, I would emphasize the role 
of the exchanges in our economic life. I 
would allow them to function more com­
pletely, and with that freedom, I would 
exact a greater measure of responsibility. 
For we live in a world where economic 
freedom carries more and more economic 
responsibility. I feel that it may be held 
as a suggested premise that when an en­
terprise seeks to tap the public savings to 
the extent that it seeks to list its stock on 
the exchanges, it then and there assumes 
much of that moot character described as 
"the public interest.” With such a thesis, 
may we not then feel that there is a re­
sponsibility on the enterprise to give in­
formation to a reasonable degree for the 
guidance of those whom it asks to be com­
mon sharers of the risks of the venture. 
You will do me a grave injustice, if you 
think I have in mind here any local situa­
tion or incident. I do not have any thought 
in mind except America and its 200 larg­
est corporations.
Because of the conflicting viewpoints of
individual managements, I propose that 
this information, (which is largely ac­
counting) should be demanded and se­
cured by the exchanges. It is information 
of the type demanded by the Federal Se­
curities Act of 1933. It should go further 
and contain the information which mea­
sures in the last analysis the economic 
justification of the enterprise’s existence,
i. e., its ability to earn income. It should 
go further and contain the information 
which would show the rate of return on 
the capital committed to the hands of 
management. And it should go further 
and correlate this information for an en­
tire industry. I f  this information came 
from an authoritative source, what might 
we expect? Could we not hope that we 
would shift our direction of capital flows 
before we had created the means of a 
debacle ?
I can believe that the accounting tech­
nique if given the opportunity could have 
shown that the return on capital com­
mitments by American industries had 
slowed down in many if not most lines, 
long before 1929. Of course, it would 
have been temporarily disadvantageous for 
the United States Steel Corporation, for 
example, if the newspapers had carried 
the authoritative information that we were 
placing too much capital in the steel in­
dustry in 1925. I ask you, would such 
not have been preferable to what later 
happened? Of course, I do not hold that 
this factual information would keep us 
out of all economic storms. I am not 
claiming that it would dissipate depres­
sions. I can feel that it would mitigate 
the periodic crises to which we are all too 
well introduced.
Here then, I would by sovereign fiat 
place more responsibility on the exchanges. 
As the go-betweens they should be obli­
gated to collect inform ation on manage­
ment’s use of society’s capital. Such a 
step seems to me to be a logical one fol­
lowing the present Codes in America 
which force a degree of cooperation 
among the members of each individual in­
dustry.
I have been reading that some of the 
brokers in Wall Street who have opposed 
the proposed Fletcher-Rayburn Bill which 
would place more responsibilities on the
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exchanges, have said that the habits of 
speculation are too well grounded to be 
uprooted by a statute. I will heartily agree 
with the last part of the statement. And 
I can not foresee the time when man will 
not have to take a chance. But I will not 
have it that this spirit of speculation has 
to run amuck in the heart of the machinery 
which governs production and consump­
tion. There is legitimate speculation in 
the securities of new ventures to be car­
ried on by those who have the means and 
the will to risk the future. More power 
to them. But I can not feel that the ex­
changes which reflect our answers to basic 
economic problems should be the places 
for feverish, wild, unbridled speculation. 
Agreeing that speculation is inherent in 
the human heart, I will submit that the 
purchase and sale of securities should be 
upon enough information to bridle at least 
the avaricious and the unscrupulous. 
Ducks have an inherent liking for water, 
which I shall not attempt to change. But 
I will believe that they can be directed to 
certain ponds, and that some ponds should 
be relatively free from ducks. At least, 
they should not be bidden or allowed to 
congregate in the pool which is to fur­
nish the drinking water for the family!
And here I am not advocating anything 
radical. I am merely suggesting a shift 
in emphasis, a change of viewpoint. After 
all, most of the real revolutionary things 
in the world have not been acts of vio­
lence, but shifts of emphasis and view­
points.
I am saving the modern corporation 
with all its fine developments for the 
future. I am desirous of preserving all of 
private initiative possible. But if any of 
the social aspects should bother you, I ask 
you to remember that after all, at the base 
of the entire corporate institution, we are 
dealing with other peoples money. I wish 
to preserve individual initiative in cor­
porate relationships as far as such can 
be done when a social institution has been 
evolved. I hope that we may go as far 
as regulating the exchanges, demanding 
factual information both as to balance 
sheets and income accounts from our larg­
est corporations without violating Ameri­
can tradition too far. I feel that the 
political scientist may well explore this
field of the corporation and the state. He 
can feel that his efforts here are all on 
the side of more order and less confusion, 
more information and less guessing, and 
the securing of more economic direction 
to our capital commitments.
In conclusion, can we not feel that part 
of the cause of our troubles is due to the 
fact that specific developments have not 
been correlated to general trends. In the 
field of the corporation, we have been 
slow to see even the general trend. As 
an accountant, I can almost assure you 
that we have not had the information to 
correlate our day-to-day activities to these 
general trends. Nevertheless, we have 
seen a corporate state of one type grow 
up among us in America. Within the 
corporate walls of each corporate entity, 
a statistical technique has been used in 
often vain attempts to keep the venture in 
harmony with its environment. Can we 
not suspect that there should be a shift of 
emphasis, that the security exchanges be 
made responsible for collecting factual 
information of uniform quality and dis­
tributing it to those who have savings to 
give to management? I am suggesting 
that you, students of political science, 
build your art and your science on a body 
of facts, sound economic facts. We have 
passed the age of automatic machinery in 
the realm of economic and human relation­
ships. We need control data to fly the 
danger signals of new maladjustments 
which may be on the way. Admittedly, 
the problem is complex. My remarks are 
worth nothing if I have given you the 
impression that there is any simplicity to 
modern industrial life.
I congratulate you on the special field 
which you have chosen. Draw heavily 
from the fields of economics and manage­
ment, of psychology and philosophy. I 
for one will not admit that even depres­
sions are man’s eternal portion. There 
are better ways of doing things. I am 
happy this afternoon to be with you. For 
in intelligent youth, trained and socially 
minded, I will believe that there is hope 
for the future. The world does need you, 
young ladies and gentlemen. I counsel 
you in the words of a great jurist, “if 
( Continued on page 379)
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T A L K I N G  S H O P
A D e p a r t m e n t  C o n d u c t e d  b y  L e w i s  G l u i c k , C.P.A., New York
The April 22 meeting of the N. Y. So­
ciety was interesting. The most enjoyable 
part was Charles Couchman’s comments 
on the papers read by Messrs. Peloubet 
and Davis. There was a world of wisdom 
in his remarks; but he kept the audience 
in continuous smiles, chuckles and out­
right laughter. Which reminded us of the 
following lines from the Yeomen of the 
Guard, by W. S. Gilbert:
“When they’re offered to the world in 
merry guise,
Unpleasant truths are swallowed with a 
will.
For he who’d make his fellow creature 
wise,
Should always gild the philosophic pill!”
G o ld
In the April issue we asked for gold 
stories. We expected them from the Rocky 
Mountain states. Instead we got this one 
from a New Yorker, whose initials are 
IAS. It seems that about six years ago a 
slick salesman from the west (let’s dub 
him Lochinvar) invaded New England 
and sold quite a little stock in a gold mine. 
When the general financial crash came, 
the purchasers felt peeved; a warrant was 
issued for Lochinvar; he was caught, ex­
tradited to one of the New England states; 
tried and found guilty. His defense proved 
that there really was a piece of land in the 
gold hills even though no gold had been 
extracted from it. One big “sucker” was 
raising most of the rumpus. So somehow 
Lochinvar raised some money; and upon 
repurchasing the stock from that individ­
ual, was permitted to go under suspended 
sentence. Well, you know what happened 
to gold in 1933 ; and the hole in the ground 
turned out to be a real gold mine. Lochin­
var found that his involuntary investment 
was paying big dividends. But now comes 
the payoff. The New Englander who had 
caused his arrest, etc., got wind of what 
had happened and now, believe it or not,
has started suit against Lochinvar for the 
return of the stock!
H o b b y  H o r s e  
Accountants being instinctively conser­
vative creatures are not much given to 
betting on horse races. Or, if they are, they 
have not told us about it. All except C. E. 
Armstrong. H e  not only likes to go to the 
tracks and put a little wager down, but 
actually owns an interest in a couple of 
race horses.
Oldtimer Charles B. Moull finds his re­
laxation in horticulture. What could be 
more appropriate for a resident of Bloom­
field, N. J . ?
T h e  G a y  N i n e t i e s  
If a more interesting piece of advertis­
ing has ever been put out than that with 
which a machine company celebrated its 
40th anniversary recently, we want to see 
it. It was made up of pictures, headlines, 
theatrical programs, etc., taken from the 
year when the company started business. 
We don’t mind saying that the company 
is one of our advertisers, and we wish it 
continued prosperity.
T a k e  Y o u r  T i m e
Philo loves to remark that “Rome was 
not built in a day” and “that haste makes 
waste.” The Kid replies that “He who 
hesitates is lost.” Philo retorted that 
“Look before you leap” is a good slogan 
for any audit. Anyhow, here’s yarn from 
a correspondent who signs himself “Philo 
X I,” which the Kid reads “Philo Cross 
Eye.”
“I took on this client in the boom days 
of 1929, when it was just starting. I had 
quite a time getting the books opened and 
the bookkeepers trained. My fee was none 
too good for this installation work, but 
the promise of a monthly audit at a fair 
fee made it okay. When business went to 
the dogs in 1931 I had to take a cut, but
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that was okay, too, for by that time the 
bookkeeper was good and I rarely had to 
find trial balance errors. When the end of 
1934 came around the client (or rather 
the president and controlling stockholder) 
told me that since the bookkeeping was so 
nearly perfect, and business so nearly the 
other way, he would have only a quarterly 
audit, with a proportionate reduction in 
fee. I demurred; and refused to agree. 
I felt that given time he might come 
around; and if not, I did not want his 
work. Well, the end of March he sent for 
me; he wanted a quarterly statement; he 
was in good humor, too; sales were way 
up from a year ago. I told him I would 
do the work on a time basis, and without 
getting his specific assent, went ahead. 
The mechanics of the audit were easy. 
But the statement showed some startling 
results. Sales were up; but profits were 
down. And the client did not know it, 
though he had boasted of how closely he 
watched the corporation’s affairs. I pointed 
out to him that he could have seen the 
trend each month had he had me on the 
job; I charged him as much for the quar­
terly job as I had in previous years for 
three separate months; he payed without 
a murmur; and the client is back on a 
monthly audit basis again. And the man 
is now finally convinced that a CPA can 
do more than just see that the books bal­
ance and the cash is not short. But had 
I let myself be rushed, I ’d have had a 
much reduced fee.”
L a u g h s
When Walter Staub asked Robert 
Montgomery and Joseph Klein to act as 
honorary escort to induct Jim Hughes to 
the president’s chair at the May 13th meet­
ing, a lot of members smiled broadly, for 
the friendly rivalry between the two men 
is well known. Their tilts at the annual 
meetings devoted to taxation are famous, 
and provide the audience with as much 
fun as the old stage team of Montgomery
& Stone. After the meeting these two 
stories were told, apropos of the induction.
It seems that during a severe Mississippi 
flood, a man and his wife, having climbed 
aboard a table, floated out the door. And 
when they were rescued many miles down­
river, the woman wept with joy at the idea
that for the first time since her honey­
moon she and her husband had gone out 
for an evening together. The other yarn, 
which is told as fact, concerns the morning 
when President Coolidge, driving through 
Rock Creek Park in his car, was saluted 
by a man from the bridle path. At the 
speed his car was going the President did 
not recognize him, but his secret service 
man did. “That is Senator Borah, Mr. 
President,” he said. With the characteristic 
nasal Vermont drawl Coolidge replied: 
“Remarkable! He and the horse were both 
pointed in the same direction.”
P e r s o n a l  D o in g s
The night of May first we attended a 
meeting where the late Herbert Wither­
spoon, newly appointed managing director 
of the Metropolitan Opera House, was 
principal speaker. A vote showed all pres­
ent (it being a stag affair) were in favor 
of opera being sung in English. This, 
said Mr. Witherspoon, was as usual; but 
women showed a majority in favor of con­
tinuing the foreign languages, even though 
not one in ten understood. John Erskine, 
President of the Julliard School of Music, 
also spoke very wittily to the general effect 
that in America culture, like reality, was 
usually in the wife’s name. Dr. Walter 
Damrosch also spoke. Next night we at­
tended the first meeting of the N. Y. U. 
School of Commerce Alumni held since 
1931. It was hailed as a sign that the de­
pression was waning. Frank Vanderlip 
and John Madden took some cracks at the 
New Deal and were loudly applauded. 
Arthur Upleger came all the way from 
Waco to attend. Some loyal alumnus!
Mr. Littleton’s article in the May Jour­
nal went right to our heart. But to the 
books through which he suggests brows­
ing, we want to add Len Outhwaite’s Un­
rolling the Map. A minister of the gospel 
of our acquaintance in Stamford, Conn., 
bought four copies; one for each of his 
children and one for himself, as the only 
means of keeping peace in the family. It 
is the kind of book that everybody wants 
to read at once. But don’t start to read 
The Phantom Canoe unless you don’t care 
when you get to sleep. We overslept 
shamefully the morning we finished this 
adventure thriller.
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Coming back from Washington on May
7 we met on the train a young attorney 
who, aside from his being a Hahvahd man, 
is OK. He was in that rare good humor 
which one is in after winning a tax case, 
and he told us that he attributed this vic­
tory to the fact that he knew when to quit. 
Seeing that on the major points he was 
winning, he quickly threw out and con­
ceded minor points. There are so many 
lawyers and CPA’s who are like the Bal­
timore and Ohio Railway in New York. 
It lacks terminal facilities. Knowing when 
to stop is an art. We illustrate it by an 
old army yarn. The accused before the 
court martial had as his principal witness 
a bunk mate, who swore that the said ac­
cused had been in the bunk house before 
eleven; that he had been quiet and orderly; 
and had particularly admonished the wit­
ness to awaken him at five the next morn­
ing. The counsel for the accused turned 
to the court triumphantly to point out that 
such action was not that of a drunken 
man. And the court seemed to nod assent. 
But the counsel lacked that precious gift 
of keeping still. He turned back to the 
witness with the question: “And why did 
the accused want to be roused out so 
early?” and the witness replied: “He said 
he was to be queen of the May.”
TH E SH O PTA LK ER S’ LADIES
Station WCPA is on the air. Breaking 
all precedent, this station, in response to 
an overwhelming demand, is putting on a 
mid-summer program. The scene is the 
home of Mr. and Mrs. Oldtimer; a shel­
tered corner of the front porch is set with 
a bridge table and chairs; and one of those 
rolling, tea-tables. As the curtain rises 
our blonde star of previous broadcasts, 
Miss Martha Adams, is coming up the 
steps, and Mrs. Oldtimer is advancing to 
greet her.
Mrs. O .: How do you do, my dear; so 
glad you’ve arrived. Mrs. Blank and Mrs. 
Dash are just wild to meet you.
Mrs. B . : Indeed we are anxious to meet 
the girl who has the courage to take on a
C.P.A. for a husband.
Miss A .: Why in the first place the 
Youngster hasn’t got word yet whether 
he passed his exams; and in the second 
place what makes you think we’re engaged.
Mrs. D .: Never mind, dearie; we know 
what we know. And I ’m just sure Mrs. 
Oldtimer’s boy isn’t going to flunk prob­
lems a third time; not after he’s solved the 
personal equation of so charming a child 
as you.
Miss A .: Thanks. But I think you’re 
still mistaken.
Mrs. O .: Tut. Tut. Don’t argue. Even 
though C.P.A’s are trying at times, what 
with their precision and exactness, they 
are much more reliable than any other 
class of men I ’ve ever known. Why, I 
don’t know one who drinks to excess; and 
my Oldtimer won’t even allow himself a 
single cocktail during a working day.
Mrs. B . : Well, they can’t afford to get 
muddled heads but from what Mr. Blank 
tells me, when they go to a convention . . . 
whew!
Mrs. O .: Well, of course, that’s differ­
ent; a vacation. But did you ever meet 
one who was a real souse?
Mrs. D .: Well, my husband used to 
work for one; a Mr. See.
Mrs. O .: Come to think of it, my Old- 
timer used to talk about him . But I guess 
he’s only the exception that proves the 
rule.
Miss A .: What has all this talk gotten 
us? I could use a nice mint julep right 
now, like I got at Hot Springs, Arkansas, 
last April.
Mrs. O.: Sorry I can’t accommodate 
you. But we have some beer and coca 
cola on ice.
Miss A .: Never mind.
Mrs. B . : Let’s start playing bridge. It’s 
three o’clock already.
Mrs. D .: Who’ll keep score ? I never 
play except with my husband; and you 
know what that means.
Mrs. B . : Yes; and my husband isn’t fit 
for anything else at a bridge table. I re­
fuse to have him for a partner.
Mrs. O .: Very sensible.
Mrs. B . : Listen to me, Miss Adams. 
Never play bridge with the Youngster if 
you want to be happy; not even at the 
same table. It’s broken up more happy 
homes than anything I know of.
Miss A .: I think you exaggerate a trifle. 
But you remind me of a chap who was in 
the Youngster’s class at college. He was 
catcher on the baseball team; gosh! what
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a handsome fellow he was; I had two 
dances with him at the senior prom. Well, 
after the last game he went to the coach 
and asked if he could keep his shin guards. 
The coach was a bit surprised. The gra­
duating men always kept their gloves; and 
sometimes asked for a “lucky” shirt or 
some other article of uniform. But this 
request for shinguards was new. So he 
asked why. And the fellow told him that 
he was engaged to marry a girl who was 
a bridge fiend; and he didn’t play very 
well himself.
Mrs. B . : Excuse me, miss, but I must 
be English. I don’t see what Mrs. Old- 
timer and Mrs. Dash are laughing at.
Mrs. O .: Ha; ha! Do you mean to say 
you never kicked your husband under the 
table when he made a bad play?
Mrs. B . : Oh! I see now. No; I just 
step on his pet corn.
Miss A .: Nice ladies! All right. I ’ll 
keep score.
Mrs. O .: Thanks. Now let’s cut for 
partners.
Mrs. D .: See; I ’ve cut you, Miss Adams. 
Now if we win, we’ll have to file a part­
nership return.
Mrs. O .: Even if I ’d never met you be­
fore I ’d know you had a C.P.A. in your 
family.
Mrs. D .: Well, what of it? Can a wife 
help it if she learns her husband’s lan­
guage ?
Mrs. O .: Of course not. In fact, noth­
ing is more essential than that she should 
be able to understand his shoptalk; even 
participate in it.
Mrs. B . : Well, I had a new experience 
last March; had to sign a tax return with 
Mr. Blank; some new rule or other. Had 
to make out my individual years ago; but 
since the depression my husband would 
just make out a joint return.
Mrs. D .: Y es; I had to sign one, too. 
Such a lot of unnecessary nuisance.
Miss A .: Well, I think its’ up to us wo­
men ; all women. This government is get­
ting more and more exacting. And the 
men take it like a lot of dumb bunnies. 
They squeal and wiggle a b it; but they 
don’t do anything. But we women have 
the vote and a right to be heard; and it’s 
about time we told those men in Washing­
ton that high prices for everything won’t
go. There can’t be too much of anything; 
this scarcity economics is dead wrong; and 
if the men won’t consume the surplus, just 
give us women a chance.
Mrs. O .: There’s no doubt about it that 
the present administration has got more 
or less twisted up with the law of supply 
and demand. But what are you or any of 
us women doing to relieve the cotton sur­
plus, for example? Three of us are wear­
ing silk stockings; and you, dearie, are 
wearing none at all; and if I weren’t so 
old, I ’d do the same. I ’ll bet there isn’t a 
stitch of cotton underwear on the crowd; 
or in our dressers at home. And take 
wheat, for another example. We all are 
afraid to eat much bread for fear of get­
ting stout. No, my child. The men may 
not be doing the right thing; but I fear 
the women could not do much more.
Mrs. D.: Listen girls; this may be all 
very interesting and instructive; but I ’ll 
probably get another dose of the same 
stuff tonight from my husband. And I 
came here to play bridge; and it’s my deal. 
Do we play or not?
Mrs. O .: You’re right. Let’s go.
Miss A .: I bid one heart.
Mrs. D .: Fine; and in your position one 
is enough.
Mrs. B . : Listen. Are we playing love 
or bridge? In love one diamond takes a 
heart. But in bridge I bid two diamonds.
And so, ladies and gentlemen of the un­
seen audience, we drop the curtain. Your 
announcer is Oldtimer, Station WCPA.
From an Associated Press report we 
note that Marion B. Richardson, a New 
York engineer, told the American Society 
of Mechanical Engineers that if one stud­
ied future possibilities from a money­
making standpoint he should select one of 
the “mystery” professions, saying: “Any 
profession or trade loses its income earn­
ing value as the people become familiar 
with its secrets.” He declared that the 
professions most successful in guarding 
their “mystery” were medical doctors, 
lawyers and osteopaths, adding that of the 
six . major professions the greatest finan­
cial return to be obtained from a college 
education was secured in the Protestant 
ministry.
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Questions and Answers Department
E d it o r , S t e p h e n  G i l m a n ,  C.P.A., Educational Director 
International Accountants Society, Inc.
Solution to Problem 4 of November, 1934, Examination Service of The 
American Society of Certified Public Accountants, published in the February 
issue.
The solution of this problem requires only one statement, but in order to 
show several detailed calculations and yet not burden the “Statement of Partners’ 
Accounts” with detail, a supporting statement, “Computation of Division of 
Profits,” is made a part of the solution. By setting these computations out sepa­
rately a somewhat clearer solution is presented.
There are two points that may be mentioned in passing comment. It seems 
clear that W is to share in the profits on the new business only after April 1, 1933, 
and that Z’s drawings of $5,800 include $1,800 of rent charged to his account.
W, X, Y  and Z
Statement of Partners’ Accounts December 31, 1933
Assets taken over by partnership: W
Accounts Receivable...............
Furniture and Fixtures (Net)
L ess  — Liabilities assumed by 
partnership:
Accounts Payable ...................
Add—Cash contributions
Balance, Jan. 1, 1933. . .  .
Add—Profits for year ending 
December 31, 1933 (See 
“Computation of Division 
of Profits”) :
20% of fees billed per­
sonal clien ts.....................
Amount earned by W . . . . $ 1,167.21 
Distribution of balance, 
per terms of partnership 
agreement ..........................
$ 1,167.21
-Withdrawals.................  $ 1,500.00
Uncollectible Receivables .............
X
$14,248.00
1,820.00
Y
$ 5,248.60 
922.00
Z
$15,900.00
1,502.00
$16,068.00 $ 6,170.60 $17,402.00
100.00 1,480.00 690.00
$15,968.00
5,000.00
$ 4,690.60 
5,000.00
$16,712.00
5,000.00
$20,968.00 $ 9,690.60 $21,712.00
4,680.00 3,730.00 2,092.00
10,156.32 8,886.77 6,347.70
$35,804.32 $22,307.37 $30,151.70
$ 5,200.00 
1,200.00
$ 4,450.00 
450.00
$ 5,800.00
$ 6,400.00 $ 4,900.00 $ 5,800.00
Balance, Dec. 31, 1933.. $ 332.79* $29,404.32 $17,407.37 $24,351.70
* Debit.
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Computation of Division of Profits 
for the year ending December 31, 1933 
Total Fees Billed: $63,740.00
L ess—Expenses exclusive of depreciation. . $25,380.00
Depreciation........................................... 1,300.00 26,680.00
Net profit for year........................
Divided as follows:
20% of fees billed to personal clients :
X —20% of $23,400................................  $ 4,680.00
Y —20% of 18,650 ..................................  3,730.00
Z—20% of 10,460 ..................................  2,092.00 $10,502.00
$37,060.00
W ’s share of fees:
Gross fees from new business, Apr. 1,
1933—Dec. 31, 1 9 3 3 : ..............................  $ 8,030.00
L ess—Expenses apportioned, *41.8575% 
of $8,030.00 . . ...........................................  3,361.16
Net profit on new business. . . .  $ 4,668.84 
W ’s share, 25% of $4,668.84...............  = = = = =  1,167.21 11,669.21
Balance of profit to be divided as per 
agreement: .....................................................  $25,390.79
X —40% of $25,390.79............................  $10,156.32
Y —35% of 25,390.79 ............................ 8,886.77
Z—25% of 25,390.79 ............................ 6,347.70 $25,390.79
* Total Expenses $26,680
--------------------------------------  41.8575%
Total Fees Billed $63,740
State Board N ew s
INDIANA
Mr. Otto K. Jensen has been appointed 
to the State Board of Certified Account­
ants of Indiana to fill the vacancy created 
by the death of Walter G. Owens, C.P.A., 
who had been secretary of the Indiana 
Board since 1921. The Board has organ­
ized with W. P. Cosgrove. President; Otto 
K. Jensen, Treasurer; and Lawrence F. 
Orr, Secretary.
NEW M EXICO
Rodney Barb Horton of Albuquerque 
and E. D. Reynolds of Raton have been 
appointed to membership on the New Mex­
ico State Board of Accountancy. The 
Board is now composed of R. B. Horton, 
President; E. D. Reynolds, Secretary- 
Treasurer; and Lester C. Linder, Member.
OKLAHOMA 
Tom F. Carey of Oklahoma City and 
George H. Abbott of Tulsa are recent ap­
pointees to the Oklahoma State Board of 
Accountancy. The present organization of 
the Board is: Chairman, W. I. Nicholson, 
Jr., of Tulsa; Secretary, Dwight Williams, 
of Oklahoma City; Members, W. J. Law 
of Ardmore, Tom Carey of Oklahoma 
City, and George Abbott of Tulsa.
TEX A S
The newly appointed members of the 
State Board of Accountancy of Texas met 
in the San Jacinto Hotel in Houston on 
May 18, at which time C. M. Grider of 
El Paso was elected Chairman and J. B. 
Allred of Wichita Falls was elected Secre­
tary. Other members of the Board are: 
Clinton E. Smith of San Antonio, Frank 
L. Wilcox of Waco, and T. B. Trotter of 
Houston.
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S T A T E  S O C I E T Y  N E W S
CALIFORNIA 
Los Angeles Chapter of the California 
State Society held its regular monthly din­
ner meeting on Monday evening, May 13, 
at Elks Temple.
Colonel Jerome Fargo Sears, Assistant 
Manager of the Reconstruction Finance 
Corporation, was guest speaker, having as 
his subject “Relationship of Accounting to 
Government Loans.” H. A. Harrison, 
member of the Chapter, spoke on “Present 
Trends in Municipal Accounting.”
J. Robert McCoy was in charge of the 
discussion of the month’s happenings in 
finance, economics and subjects of interest 
to accountants.
INDIANA 
The annual meeting of the Indiana As­
sociation of Certified Public Accountants 
was held on May 11, 1935, at which time 
the following directors were elected : J. R. 
Wharton of South Bend, Earl E. Thomas 
of Evansville, Joseph B. Baerncopf and 
W. M. Madden of Indianapolis. Officers 
elected were: President, J. R. Wharton ; 
Vice-President, Joseph B. Baerncopf; Sec­
retary, John S. Lloyd; Treasurer, A. R. 
Chapman; Auditor, H. W. Painter.
MARYLAND 
The Maryland Association of Certified 
Public Accountants inaugurated its first 
annual convention at the Emerson Hotel, 
Baltimore, on Tuesday, May 14, 1935. 
The business meeting was called to order 
at 2 :30 and was followed by an interesting 
discussion on the subject of “Auditing of 
Inventories.” Leaders of the discussion 
were: E. J. Stegman, Chairman, Wm. R. 
Walton, “Planning and Taking Invento­
ries” ; Henry E. Spamer, “Retail Method 
—Inventories” ; J. L. McKewen, “Valua­
tion of Inventories” ; Howard A. Schnepfe, 
“Unusual Types of Inventories” ; J. Ell- 
wood Armstrong, “The Effect of Inven­
tory Verification Upon the Accountant’s 
Certificate.”
Dinner was served at 6:30, after which 
Mr. S. Ralph Wamken, member of the 
Baltimore Bar and associated with the 
law firm of Cook and Markell of Balti­
more, gave a very interesting address on 
the subject of “Professional Ethics.”
The Board of Examiners of Public Ac­
countants for the State of Maryland pre­
sented C.P.A. certificates to 28 recent suc­
cessful candidates.
The enthusiasm with which the program 
was received has caused the annual con­
vention to become a permanent part of the 
early program of the Maryland Associa­
tion.
M ASSACHUSETTS.
The April meeting of the Massachusetts 
Society of Certified Public Accountants. 
Inc., was held in the Boston Chamber of 
Commerce on the evening of April 22, 
with 97 members and guests attending the 
dinner, the number being increased to 110 
by those coming in later.
Following a business session Vice- 
President Homer N. Sweet introduced Mr. 
Townes Harris, President of the Rhode 
Island Society of Certified Public Ac­
countants, and Mr. Spencer H. Over, 
President of the Providence Chapter of 
the National Association of Cost Account­
ants. Professor T. H. Sanders of the 
Harvard Graduate School of Business Ad­
ministration, was speaker for the evening, 
having as his subject “Requirements for 
Registration Statements.”
M ISSO U RI 
The annual meeting of the Kansas City 
Chapter of the Missouri Society was held 
on Monday evening, May 20. The fol­
lowing officers were elected: President, 
John W. Rader; First Vice-President, 
Paul F. Swantee; Second Vice-President,
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Leroy John; Secretary, J. G. Stauffer; 
Treasurer, F. S. Craig.
NEW  JE R S E Y  
The annual meeting of the New Jersey 
Society of Certified Public Accountants 
was held on Monday evening, May 20, 
1935, at the Downtown Club, Newark, 
with 160 members and guests present.
Following transaction of business mat­
ters Charles E. Mather, member of the 
society, spoke briefly on the subject of 
“Life Insurance and the Problems of the 
Day.” John S. Thompson, Vice-President 
and Mathematician of the Mutual Benefit 
Life Insurance Company, spoke on 
“Thought on Social Security Legislation,” 
and Robert M. Green, Treasurer of the 
Prudential Insurance Company of 
America, presented a paper on “Elements 
of Strength in Life Insurance Companies.” 
All officers of the society were elected 
for another term. They are: President, 
Philip S. Suffern; First Vice-President, 
Julius E. Flink; Second Vice-President, 
John A. Conlin; Secretary, Theodore 
Krohn; Treasurer, W. Melville Coursen. 
Trustees elected for a term of two years 
were: George H. Kingsley, Philip E. M. 
Thompson, Albert J. Wiley, Isaac Ben­
witt and Andrew Nelson. John J. Mor­
gan and Louis Siegel were elected Au­
ditors.
NEW YO RK 
Officers elected at the annual meeting 
of the New York State Society on May 
13, are as follows: President, James F. 
Hughes; First Vice-President, Morris C. 
Troper; Second Vice-President, Victor
H. Stempf; Secretary, William R. Don­
aldson; Treasurer, Walter A. Cooper.
W ISCONSIN 
A special dinner meeting of the Wis­
consin Society of Certified Public Ac­
countants was held on Monday evening, 
May 20, at the Milwaukee Athletic Club.
Reports from the Chairmen of the 
Northern, Madison and Milwaukee Chap­
ters were heard. Instead of the usual 
two-day outing held by the Wisconsin So­
ciety each year it was decided to have 
one meeting in June with the Milwaukee
Chapter as hosts and another meeting in 
October with the Madison Chapter as 
hosts. Various matters of business were 
discussed, including the regulatory ac­
counting bill now before the Wisconsin 
Legislature.
A resolution was passed expressing the 
society’s best wishes for an immediate re­
covery to John B. Tanner, who is an hon­
orary member of the society.
G eorgia State M eeting
Pursuant to a tentative promise made 
some months ago, the Secretary spent Fri­
day and Saturday, May 24 and 25, with 
the Georgia Society of Certified Public 
Accountants at their annual meeting held 
at Columbus, Georgia. The Columbus 
Chapter of the Georgia Society was or­
ganized during the past year and in their 
early enthusiasm was host to the most suc­
cessful meeting ever held by the State So­
ciety. The meetings were held in the Civic 
Building. The Colum bus L e d g e r  carried 
the following editorial in its Friday edi­
tion :
PU BLIC ACCOUNTING
“Columbus today welcomes the annual 
convention of the Georgia Society of Cer­
tified Public Accountants, and extends to 
them the wish for a highly enjoyable and 
profitable visit to our city and Fort Ben­
ning. The delegates are in the best of 
hands, however, and doubtless their stay 
here will be made quite worth while.
Public accounting has come to be a pro­
fession of particular prestige. Originally, 
accountancy was the same thing as ac­
count-keeping or bookkeeping, but an in­
creasing recognition of the importance of 
accounting in the development of modern 
business methods has led here, as else­
where, to the division of labor.
Very little is known of the origin of 
accounting as a profession. While there 
are several references in mediaeval and 
even classic times to stewards and audi­
tors, these references do not throw much 
light upon the origin of professional ac­
countancy, as the persons referred to were 
manifestly in the whole-time employment 
of a single individual or body.
The first association of accountants of 
which there is any record is the Collegio
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del Raxonati, which was founded in Ve­
nice in 1581, but it is by no means certain 
that the members of this body were pro­
fessional or public accountants, or whether 
they were not rather employes or public 
bodies. At Milan, however, in 1742, the 
government established a scale of charge 
for accountants, so it may be assumed that 
then, if not earlier, professional account­
ancy actually existed in that city.
It has been said that the first Scottish 
professional accountant was one George 
Watson, born in Edinburgh in 1645; but 
whether he was really able to carry on a 
practice as a professional accountant in 
addition to his “large private banking busi­
ness” seems somewhat doubtful.
A London city directory published in 
1799 contains the names of eleven ac­
countants, whereas the British Universal 
Directory, published nine years before, had 
listed only five. By 1822, the number in 
the London listing had risen to 73, but 
little progress was made by professional 
accountancy in Great Britain, or elsewhere, 
until the middle of the Nineteenth Cen­
tury, when it received a great impetus 
from the growth of limited liability com­
panies, especially in Britain, and a little 
later from the Bankruptcy Act, 1869, 
which to a large extent withdrew the ad­
ministration of insolvent estates from the 
hands of public officials.
The advent of the limited liability com­
pany led to business operations being un­
dertaken upon a scale which had formerly 
not been thought of. The proper control 
of these large-scale operations naturally 
called for better accounting systems than 
had formerly been deemed adequate.
The same is true of the present day as 
compared with just a few years ago; the 
business system has expanded into detail 
and complication, and the tax system has 
added to the matter. In view of these de­
velopments, the certified public accountant 
has well come to be one of the most valu­
able of our present-day executives.”
The Ralston Hotel was headquarters for 
reservations.
Thursday evening the Board of Trus­
tees had a well-attended meeting closing 
up the affairs of the year and preparing 
its reports for presentation the next day.
The success of the meeting was largely
due to the efforts of William F. Loflin, 
Chairman of the Committee on Conven­
tion, and Mrs. Roy Burns, Chairman of 
the Ladies Entertainment Committee, al­
though the efforts of the chairmen were 
well supplemented by the other members 
of the committees.
Friday morning at ten o’clock the meet­
ing was called to order by President Hol­
land. About seventy members had gath­
ered for the addresses of welcome which 
were given by Messrs. Loflin on behalf 
of the local group, Mayor Dimon, and Mr. 
Smith, President of the Columbus Cham­
ber of Commerce. Following the addresses 
the outside guests were presented. The 
Florida Society was represented by Wal­
ter Mucklow, the dean of the profession 
in Florida, and P. W. Fisher, Secretary 
of the Florida Society, both from Jack­
sonville.
The address of the morning was given 
by Hon. George B. Hamilton, State Treas­
urer and a Certified Public Accountant, 
one of the effective workers of the Georgia 
Society. He spoke on “The Responsibil­
ities of a Certified Public Accountant in 
the Rebuilding of a National Economic 
Structure.” It was a thoughtfully con­
structed picture which he presented to the 
members of his own profession in a highly 
oratorical manner. He is one of the few 
orators which the profession possesses. 
On the other hand, the possession of that 
ability has not in any way lessened the 
common everyday matter-of-fact practical 
methods of dealing with the public and 
the officiary of the State. He is an out­
standing factor in Georgia government 
today. The new law which was secured 
from the last legislature, and which was 
printed in the May issue of T h e  C e r t i f i e d  
P u b l i c  A c c o u n t a n t , was largely ob­
tained, so the profession indicated, as the 
result of the efforts of State Treasurer 
Hamilton and Norman D. Cann, Federal 
Reserve Agent for the State of Georgia 
and Chairman of the Board of Trustees 
of the Georgia Society.
The balance of the morning was devoted 
to committee reports.
The luncheon was held at the Ralston 
Hotel, after which William J. Carter acted 
as Toastmaster, introducing the out-of- 
State guests and calling on Captain John­
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son, Finance Officer of Fort Benning, who 
gave an outline of the general accounting 
system of the War Department as it re­
lated to forts.
In the afternoon Walter Mucklow of 
Jacksonville presented “Some Thoughts 
Regarding Municipal Accounting.” The 
paper was discussed by the members. The 
following questions had been prepared in 
advance for use as a basis of discussion: 
What is municipal accounting and why is 
it worthy of consideration?
What is the position of an accountant in 
regard to it ?
What peculiarities does it present?
What is a municipal audit?
What should municipal balance sheets 
show ?
To what extent is uniformity desirable or 
possible ?
What do we mean by “Fund,” “Surplus,” 
“Sinking Fund,” “Capital Accounts,” 
in connection with municipal account­
ing?
To what extent should a budget be used 
in municipal accounting and in reports 
thereon ?
Who reads reports of municipal audits? 
What should such a report be ? What 
should it contain?
How can such reports be simplified? 
What assistance is now available in con­
nection with municipal accounting? 
What can accountants do about the matter, 
either individually or through their so­
cieties ?
What type of legislation is desirable? 
How can we at the same time reduce the 
expense and increase our fees?
What language should reports be written 
in?
The balance of the committees reported 
and officers were elected for the ensuing 
year. The election resulted as follows: 
President, E. W. Gottenstrater, Atlanta; 
Vice-Presidents, Chairmen of the Chap­
ters, T. E. Williams, Jr., Atlanta; H. E. 
Trost, Columbus; Brooks Geoghegan, Ma­
con ; T. J. O’Brien, Savannah; Secretary, 
L. E. Campbell; Treasurer, Stephen B. 
Ives, Atlanta; Librarian, E. M. Kendrick, 
Jr . ;  Members of the Board of Trustees, 
Norman D. Cann, Atlanta, Chairman; E.
S. Dowell, Jr., Valdosta; Joel Hunter, At­
lanta; George C. Baird, Augusta, and
William J. Carter, Atlanta.
The annual dinner was held at the Night 
Owl Club. Joel Hunter of Atlanta was 
Toastmaster. The toasts were as follows: 
The Georgia Society of Certified Public 
Accountants, proposed by R. L. Holland, 
retiring President, and responded to by 
Norman D. Cann, Chairman of the Board 
of Trustees; the American Institute of 
Accountants, proposed by H. M. Heck­
man, Professor of Accounting, University 
of Georgia, and responded to by Stephen
B. Ives, Treasurer-elect; The American 
Society of Certified Public Accountants, 
proposed by Victor Markwalter, and re­
sponded to by William J. Carter, Director 
of The American Society. Mrs. Simon 
favored the banqueters with a group of 
songs. Mr. Doyle, Head of the State Tax 
Department, spoke with reference to the 
increasing importance to the State of well- 
trained accountants. The other speakers 
were Walter Mucklow of Florida and Du­
rand W. Springer of Washington. The 
closing remarks were made by E. W. Got­
tenstrater, President-elect. Trophy awards 
were given to Mr. Ives for having secured 
the largest number of advance paid reser­
vations for the meeting and to Messrs. 
Hamilton and Cann for services rendered 
the profession in securing the recently en­
acted State law. Dancing followed until 
one o’clock.
During the day the ladies were taken 
on garden tours in the morning, with 
luncheon at the Cricket Club, followed by 
a bridge party.
Saturday morning the newly elected offi­
cers and trustees held an eight o’clock 
meeting and at eight thirty the members 
gathered for a discussion of accounting 
problems, Mr. Markwalter acting as 
Chairman. Mr. Bruce, from the Internal 
Revenue office, discussed T.D. 4422, and 
answered questions relating thereto. Mr. 
Gillespie, from the Income Tax Depart­
ment of Georgia, gave a resume of the 
changes made by the recent legislature and 
answered questions. Mr. Springer dis­
cussed the question of bidding, indicating 
the experiences of other State societies.
Shortly after ten o’clock the group 
autoed to Fort Benning. This was a very 
eventful part of the program. Columbus 
is in the center of a section resplendent
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with memories from the Civil War period. 
It has never been definitely settled whether 
the last battle of the war was fought at 
Columbus, Georgia, and Phenix City, Ala­
bama, separated only by the Chattahoochee 
River, or whether the skirmish a month 
and seventeen days later on the Rio 
Grande River in Texas should be really 
classified as a battle. Fort Benning is the 
largest infantry training camp and the ac­
countants were afforded an opportunity 
of seeing much of the work in operation. 
After a tour of the post, Colonel Andrew
D. Chaffin conducted the group on an in­
spection of the Tank School. One of the 
latest modelled tanks was put in operation 
and made two trips to demonstrate to the 
crowd the ease and speed with which they 
covered rough ground. On the first trip 
the guests were Norman Cann, who was
a member of the Tank Corps in France 
during the World War, and Mrs. Osborn. 
The guests of the second trip were Wil­
liam Carter and Mrs. Ives. The small 
arms demonstration was conducted by 
Captain George Pope. After a trip to the 
Campbell King Horse Show Bowl, an in­
spection was made of the Special Units 
mess hall, serving six hundred members, 
and luncheon was had at the Officers’ Club. 
Following the luncheon Walter Mucklow 
told a couple of stories, William Loflin 
made an announcement, and the annual 
meeting of the Georgia Society broke up, 
some to play golf, some to play bridge, a 
few took a hundred-mile trip to Panama 
City, Florida, on a fishing excursion, and 
the balance started for home—all believ­
ing that the profession had been strength­
ened by the two-day meeting.
S t a t e  R e p r e s e n t a t i v e s ’ C o n v e n t i o n
The convention of State Representa­
tives, in connection with the Atlantic City 
annual meeting of The American Society, 
was presided over by the then First Vice- 
President, William C. Heaton.
In his opening repars he laid stress on 
the fact that while The American Society 
was a national organization it was a hearty 
supporter of the State professional organ­
ization, believing that professions devel­
oped largely in proportion as the State So­
cieties were active. A national centralized 
organization cannot understand the local 
problems arising within states. There must 
be, however, for the well-balanced devel­
opment of the profession as a whole, a 
definite relationship between the national 
and the State bodies. He called on Presi­
dent Ellis to make such comments as he 
desired following the extensive visitation 
which he had made to the various State 
Societies.
President Ellis maintained that present- 
day Governmental entrance into business 
and control over business challenged the 
interest of the accounting profession to a 
greater extent than anything that had hap­
pened in the lifetime of the profession.
Accountants realized before the depres­
sion arrived that business was getting into
a situation where it would not be able to 
work out its own problems. The intensity 
of competition, the lack of cooperation, the 
failure to understand what was really 
going on in industry were all leading to­
ward the end which came with the failures 
of 1929. During the preceding years, with 
as a whole the apparent greatest spread of 
prosperity which the country had ever 
known, some entire industries were oper­
ating in the red. While some trade asso­
ciations had secured a type of industrial 
cooperation it was found that few had a 
membership representing a predominant 
majority of the industries covered.
As never before business has come to 
recognize the necessity of the independent 
accountant as in reality the important basic 
factor in affording leadership by reason of 
his training in securing facts. Business 
has become fact-minded as never before. 
It is impossible to return to the old ways 
of doing things and those who are so 
minded have just not taken time to famil­
iarize themselves with the facts. On the 
other hand, the necessary steps must not 
be taken in a haphazard and purely the­
oretical manner based on a desire to ex­
periment.
What is true of business has been true
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of State Societies. The development of 
chapters within States has brought about 
a closer working relationship in the pro­
fession. In most States there is a forward 
looking group. The politicians whether in 
business, industry, or the profession must 
be eliminated. Emotion must give way to 
sanity. Individual initiative must be pre­
served, but selfish aggression must be eli­
minated as the sole factor. Regardless of 
the final detailed outcome of the N. R. A. 
the accountant who assumes the profes­
sional attitude of independence and mixes 
brains with mechanical ability will find 
himself in a position of leadership such 
as he never has had heretofore.
Harry Jay of Tennessee, speaking of the 
necessity for professional organization, 
referred to the development in his own 
State. With the passage of the first 
C. P. A. law, a State organization was 
affected which was conducted for a short 
period of time by those instrumental in 
its organization and then went to sleep. 
Another group revamped the organization 
and it was maintained for another period 
and then it hibernated. A third energetic 
group started out with not much better 
success. So far as the State was concerned 
the State organization was looked upon as 
a Memphis affair. In 1931 the Tennessee 
Society was reorganized on the chapter 
basis. Each chapter cares for its own local 
affairs, handles its own meetings, but ties 
into the State organization, the officers 
being automatically members of the State 
Council. Since that time there has been 
a feeling of cooperation and a marked de­
velopment in the standing of the profes­
sion. Tennessee has had its ups and downs 
with regard to its State law and its State 
Board. There have been three different 
periods of reorganization. At the present 
time the conditions from the Board’s 
standpoint as well as from the Society’s 
standpoint seem to be progressing on a 
definite solid basis.
In Memphis, the largest city, there has 
been an annual request for competitive bids 
for accounting services the same as for 
the purchase of mules or gasoline. Two 
years ago the Memphis chapter refused 
to bid and the city found itself with only 
two bids instead of from fifteen to twenty 
as they usually have. Last year the call
came from the city for bids to be made 
on a per diem basis with no flat guarantee. 
No attempt has been made to control rates. 
That would be too much like The Amer­
ican Federation of Labor. Every man was 
permitted to put such a value on his ser­
vices as he felt they were worth. The city 
made its selection realizing that it did not 
necessarily follow that the cheapest per 
diem rate offered was necessarily the most 
valuable to the city.
Today the certified men in any of our 
cities can go into any of the other cities 
in the State and meet their professional 
brethren without it being felt that he was 
there for the purpose of attempting to 
take away their clients.
William D. Morrison of Colorado raised 
the question as to whether too much stress 
had not been put upon the per diem idea 
as a basis for determining cost. He sug­
gested that an accountant might well be 
considered in the same light as a lawyer 
in that it would be worthwhile for the 
client to pay an annual retainer fee cover­
ing what would be considered as consul­
tation charges with payment to be made 
for detailed work that needed to be done.
There are two types of services rendered 
by the independent practitioner. One is 
mostly of the clerical type and might con­
sistently be paid for on a per diem or per 
hour basis. The other is of a consulting 
or expert type, the value of which cannot 
be determined on any time basis.
Martin Kortjohn of New York ex­
pressed wonderment and some disappoint­
ment in that so few of the profession have 
been recognized by either Federal or State 
Governments by appointment on Boards 
or Commissions. He endorsed the sugges­
tion of the preceding speaker to the effect 
that a retainer fee relationship is after all 
the most satisfactory as offering a perfect 
freedom between the accountant and the 
client to exchange viewpoints without the 
client feeling that he was imposing on the 
accountant in asking for information or 
the accountant feeling that he was in any 
way butting in by offering suggestions.
William M. Madden of Indiana empha­
sized the fact that in the most recent de­
velopment of business and industry there 
had arisen conditions under which the at­
torney and the accountant were practically
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equally essential to those charged with ad­
ministering business or industrial enter­
prises. Because of that fact there should 
be a much closer relationship between the 
accounting group and the legal group than 
there has been. In the same way the bank­
ers are an essential factor in determining 
business policies. More and more the 
banking group, the legal group, and the 
accounting group will find it necessary to 
work in harmony in connection with the 
development of business enterprises. He 
emphasized the necessity for every mem­
ber who accepts a position of responsibil­
ity in a professional organization, whether 
State or national, recognizing that with the 
honor comes a responsibility which may 
hot be shirked.
At the various meetings we attend our 
acquaintanceship is enlarged, our friend­
ships are increased and it is up to us as 
individuals to take back to those who have 
placed us in these official positions sugges­
tions that will benefit the profession as a 
whole. We are not here merely to gain 
a personal benefit but rather to gather 
material which will be helpful when re­
ported to the members in our several 
States.
Carl Dietze of Wisconsin referred to 
the fact that he had represented The 
American Society at the meeting of The 
American Bar Association recently held 
at Milwaukee although he was able to be 
present in his individual capacity as a dues- 
paying member of the legal fraternity. It 
was his opinion that the accounting pro­
fession should emulate the efforts of the 
legal profession in attempting to strengthen 
its standing by weeding out the crooks and 
protecting it from the chiselers. In addi­
tion to the banking group and the legal 
group to which reference has already been 
made, accountants should be interested in 
contacting the credit group and trade as­
sociation groups. In fact, the accountant 
is interested in establishing a satisfactory 
working relationship with any group hav­
ing to do with business activities. The 
accountant should recognize that each of 
the other groups is prepared to render a 
type of service for which it is better fitted 
than is the accountant, while on the other 
hand, the accountant is fitted to render a 
certain type of service in a more satisfac­
tory manner than either of the other 
groups. Nothing is gained by attempting 
to do poorly what another man may do 
well. In fact, much may be lost.
Clarence L. Turner of Pennsylvania 
raised the question as to whether the pro­
fession should endeavor to develop along 
the line of regulatory laws. In Pennsyl­
vania they have been studying the matter 
for some time and have reached the con­
clusion that until all the certified public 
accountants in Pennsylvania have been se­
cured for membership in their State In­
stitute their strongest line of development 
would be found in that direction, after 
which attention should be paid to encour­
aging public accountants to take the 
C. P. A. examination.
In answer to a question raised from the 
floor, Mr. Turner, who was President of 
the Pennsylvania Institute, indicated that 
he had appointed a Committee of Coop­
eration with The American Society com­
posed of members of The American So­
ciety and a Committee of Cooperation with 
The American Institute composed of 
members of The American Institute on the 
theory that there would be no excuse for 
any member of either Committee to neg­
lect his duty.
A. Lee Rawlings of Virginia, touching 
on the question of regulatory legislation, 
recited the history of the same in Virginia 
and gave it as his opinion that the record 
which had been made since 1928 when the 
regulatory law was passed showed very 
clearly that it had been in the interest of 
a better profession. While there had been 
downs as well as ups during its develop­
ment the net result has been helpful. Vir­
ginia would not go back to the old law 
under any circumstances.
Thomas A. Williams of Louisiana raised 
the question of competitive bidding which 
was discussed at the Round Table meeting 
a year ago. After further informal dis­
cussion with regard to the points brought 
out as recorded, the meeting adjourned, 
having been in session two hours and a 
quarter.
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C .  P .  A .  E x a m i n a t i o n  Q u e s t i o n s
N ovember, 1934
C o m m e r c i a l  L a w
CORPORATIONS
QUESTION  1 :
X  Co. sold goods to Food Stores, Inc., in reliance on a financial statement 
that listed among the purchasers’ assets, machinery and fixtures at $16,500. It 
appeared that defendant, Y, owned more than half of the stock of Food Stores, 
Inc. He was also an officer and owner of a manufacturing corporation engaged 
in the business of supplying fixtures for grocery and other similar establishments. 
His company sold equipment to Food Stores, Inc., on conditional bills of sale. The 
financial statement of Food Stores, Inc., did not mention the conditional bills of 
sale nor the fact that there was $15,000 still due on equipment.
Food Stores, Inc., made an assignment for creditors, and X Co. brought 
action against Y  for the amount due it from Food Stores, Inc. Should it recover 
or not? Give reasons.
QUESTION  2 :
An employer corporation agreed with an employee in writing to make 
“reasonable recognition” for inventions made by the employee and turned over to 
the employer. Is such a contract enforceable by the employee? Give your reasons.
QUESTION  3:
What is the generally accepted rule as to the personal liability of the 
directors of a corporation for inattention to its affairs?
QUESTION  4 :
X  Co., incorporated under the laws of Tennessee, maintains a sales office 
in Alabama in which is kept samples of its line of merchandise, but it makes no 
sales therefrom. It operates many salesmen from this office, who solicit orders 
to be sent and filled from its plant in Tennessee. Is or is it not “doing business” 
in Alabama and subject to its corporation laws ?
QUESTION  5:
X  Company sold a buyer in another State complicated plant machinery 
agreeing to furnish superintendence for its installation and erection. Was it 
“doing business” in the State of its purchaser?
The Service o f Examination questions conducted by The American Society furnishes 
practically twice as many questions in Theory, Auditing, Commercial Law and Economics 
and Public Finance as could be used by any State Board for a four-hour examination period, 
and twice as many problems in Practical Accounting as would be required for two examina­
tion periods o f four to five hours each. A Board using the service makes its own selections 
and adds any special questions or problems which it desires. The questions in Commercial 
Law and Auditing follow.
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QUESTION  6:
In another like case, the seller agreed to install such equipment, and in 
doing so employed labor, skilled and unskilled, for the necessary work. Was the 
company “doing business” in the State of the purchaser?
Q UESTION  7:
When are officers and directors liable for wrongful acts of the corpora­
tion performed to the damage of others?
QUESTION  8:
May a seller of certificates of stock, on buyer’s refusal to accept or pay 
for, sue for the “price,” or is he restricted to a suit for “damages” ?
QUESTION  9:
May officers of a corporation legally fix their own compensation by their 
own votes?
SALES
QU ESTIO N  1:
Piano company sold a piano on conditional sales contract signed by a 
minor and her grandmother. After $150.00 was paid, default was made, and the 
piano repossessed by the company. The minor then brought suit to recover total 
payments, proving same was made from her funds. Is she entitled to recover? 
Give reasons for your conclusion.
QUESTION  2 :
In the above case has the piano company any remedy against the grand­
mother ?
AGENCY
QUESTIO N  1:
Explain the difference in meaning between the terms “agent” and 
“attorney in fact.”
QU ESTIO N  2 :
Define and discuss the terms:
(a) General Agent.
(b) Special Agent.
QUESTION  3:
A party dealt with an agent without disclosure of his agency. He there­
after discovered the principal for whom the agent acted. May such party elect to 
treat his contract as being with the principal?
QUESTION  4 :
The party in the above contract elects to proceed against the principal. 
If unsuccessful, may he later proceed against the agent?
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QUESTION  5:
An agent is put forward to conduct a separate business in his own name, 
but with the property and for the benefits of his principal. May the latter escape 
liability for the purchase price of goods by a secret limitation upon the agent’s 
authority to purchase? Give your reasons.
TAXATION
QUESTION  1:
Define taxes.
QUESTION  2 :
What changes should be made in tax regulations in order that equity 
should be substituted to a greater extent for technicality in Treasury procedure?
QUESTION  3:
What amendments to Federal tax laws do you suggest which would either 
improve administration, or provide additional revenue, or both?
QUESTION  4 :
What amendments to State tax laws of this State do you suggest which 
would either improve administration, or provide additional revenue, or both?
CONTRACTS
QUESTION  1:
What are the essential elements of a valid contract?
QUESTION  2:
State the major kinds of contracts which under the Statute of Frauds 
must be in writing in order to be enforceable.
NEGOTIABLE IN STRU M EN TS
QUESTION  1:
May a bank recover money paid on a check bearing forgery of depositor’s 
signature? Give the reason for your answer.
QUESTION  2 :
Give the essential elements of a negotiable note.
PA RTN ERSH IPS
QUESTIO N  1:
What are the essential elements in a partnership?
QUESTION  2 :
Give differences between general, silent and limited partners.
M ISCELLAN EOUS
QU ESTIO N  1:
What is the effect of usury upon a mortgage?
QUESTION  2 :
What are the requisites of a valid will ?
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QUESTION  3:
What is the difference between obsolescence and depreciation ?
QUESTION 4 :
What is the right of eminent domain?
QUESTION 5:
What is the difference between an estate in remainder and one of reversion? 
QUESTION  6:
What do you consider the three most important factors in preparing a 
report in bankruptcy proceedings?
A u d i t i n g
QUESTION  1:
What is meant by a qualified certificate? Outline a situation in the case of 
an inventory where a qualification would be necessary and indicate the qualifica­
tion which you would require.
QU ESTIO N  2 :
You are engaged, after the closing of the fiscal period, to make an audit of 
a manufacturing company. What general steps would you follow in verifying 
cash?
QUESTION  3:
What is the importance of examining canceled checks returned by the bank 
for the month immediately following the balance-sheet date?
Q UESTIO N  4 :
Outline a system of internal check relating to the accounts receivable of a 
large manufacturing company.
QUESTION  5:
Why is it ordinarily impracticable for an auditor to assume full responsibility 
for taking and pricing the inventory? What is the general nature of the re­
sponsibility which the auditor can and does properly assume in connection with 
inventories ?
QUESTION  6 :
The R company has a 40% interest in the capital stock of the T company 
and has received from it an 8% cash dividend. Accompanying the dividend check 
is a notice stating that the dividend has been paid out of surplus arising from the 
reduction of stated capital. What entry should be made on the books of the R. 
company? Why?
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QU ESTIO N  7:
In setting up the balance sheet of X  company, how would you display em­
ployees’ subscriptions to unissued capital stock which are being paid for on an 
instalment basis? Would your presentation be different if the stock being sold is 
treasury stock?
QUESTION  8:
B is in the business of buying instalment paper from dealers in electric 
refrigerators. His practice is to advance 90% of the unpaid account to the dealer, 
add 6 ½%  to the unpaid account as a carrying charge, and to secure a note from 
the customer for the total, payable in equal instalments over a fifteen-month 
period beginning one month after the date of the note, the monthly payment by 
the customer to include interest at 6% on the unpaid balance. A reserve of 10% 
of the original unpaid account is retained by B until the note is paid in full, at 
which time the reserve is paid to the dealer. What simple rate of interest does B 
actually earn if it be assumed that carrying charges are to be regarded as interest ?
QUESTION  9:
On a first balance-sheet audit of a large corporation, what procedure would 
you follow with respect to capital stock ?
QUESTIO N  10:
The White Construction Company has several large contracts in process of 
completion. Certain of these jobs are on a cost-plus basis and others are on a 
contract-price basis. No profit or loss has been taken on these jobs for the period 
under audit. Discuss the points affecting profit and loss which the auditor must 
consider.
QUESTIO N  11:
In auditing the books of a public-utility company, the stock of which is 
widely held, you find that certain officials are heavily indebted to the corporation, 
apparently without authorization. What procedure would you follow under such 
circumstances ?
QUESTION  12:
How would you verify the income of a fraternal organization? Fees are 
paid one year in advance, falling due at the beginning of the anniversary month 
of the admission. What balance-sheet problem would this situation give rise to, 
and how would you solve it?
QUESTION  13:
In auditing the accounts of a stockbroker, what would be your program for 
the first day?
QUESTION  14:
On the books of a manufacturing company you are auditing, you find numer­
ous debit balances in the trial balance of accounts payable. (a) How would you 
satisfy yourself concerning these items? (b) In what way might a dishonest em­
ployee create such debit balances and how might he appropriate funds thereby?
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QUESTION  15:
A certain company has contracted for the construction of a new addition to 
its factory on a cost-plus basis. Construction commences in October, 1933, and at 
December 31, 1933 the engineers have estimated that in addition to the payments 
already made to the contractors, an additional $2,500,000 will be necessary in 
order that the addition be ready for occupancy by June 1, 1934. As the com­
pany’s cash balance is adequate, no financing will be required.
What disclosure do you deem necessary on the balance sheet prepared by 
you as auditor of the company at December 31, 1933? How would you modify 
your answer if arrangements had been completed shortly after January 1, 1934 to 
raise the $2,500,000 through an issue of first-mortgage bonds ?
QUESTION  16:
A manufacturer of refrigerators had 4,000 units of a 1932 model on hand at 
December 31, 1933 which had been completed in 1932. In February, 1934, prior 
to the completion of your audit, these units were disposed of as a job lot for 
$50,000, their original cost having been $310,000, and their inventory value at 
December 31, 1932, $248,000.
Assuming that the o ffer  had been under consideration prior to December 31,
1933, what would be your opinion as to contention of the recently appointed comp­
troller of the company that since no fair market value existed at the end of the 
year, the original cost of $310,000 should be restored as the inventory value? 
Would your conclusion as to the proper valuation in the balance sheet of Decem­
ber 31, 1933 be modified if the offer had not been received until February?
QUESTION 17:
Following is a transcript of an asset account appearing on the records of an 
investment trust you are auditing:
A ssociated L ight Company— no par com m on  
D r. Cr.
1934 1934
Jan. 4 100 shares at July 14 100 shares at
$90.00 ................................ $ 9,000.00 $82.00 .................................$ 8,200.00
Aug. 31 100 shares at Aug. 31 Balance.................  7,800.00
$70.00 ................................  7,000.00
$16,000.00 $16,000.00 
Aug. 31 Balance ................. $ 7,800.00
At September 30, the market price of the stock is 73. The manager of the 
trust is of the opinion that the stock could properly be shown on the balance 
sheet at the original cost of $9,000.00, and that the $1,200.00 which he saved 
by selling the stock on July 14 and buying it back six weeks later after the 
“bottom” had in his opinion been reached could properly be taken up as income. 
However, he states that he has decided that the more conservative method is 
to permit the stock to remain at its present book value of $7,800.00. What is your 
opinion concerning the basis of valuation to be followed?
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QUESTION  18:
(1) What is the type of fraud known as “lapping” ?
(2) Why do many auditors regard it as important to trace to the cashbook 
the detail on deposit slips authenticated by the bank, item for item, for a number 
of days preceding the balance-sheet date?
QUESTION  19:
State your reasons for or against showing as a current asset the cash-sur­
render value of an insurance policy on the life of officers.
QUESTION  20:
As one of a staff engaged in a balance-sheet audit of a manufacturing com­
pany, the annual sales of which are approximately one million dollars, you are 
given one day in which to examine the 200 general-ledger profit-and-loss accounts 
of the company. Outline the procedure which you believe would be the most ef­
fective under the conditions as stated.
Bankers' C ooperation
( Continued fro m  page 344)
is suggested that all reports contain, in 
addition to a consolidated statement and 
operating report, a separate balance sheet 
and operating statement for the parent 
company and all subsidiary companies. 
No matter how complete the audit may 
be in other details, the credit man is un­
able to intelligently analyze a situation 
where he is presented with only a con­
solidated balance sheet and operating 
statement.
A ccru ed  Liabilities
Each audit report should show a com­
plete breakdown of accrued liabilities, 
designating what proportion is for pay­
rolls, real estate taxes, intangible taxes, 
etc.
S u rplus
Each audit report should contain a re­
conciliation of surplus, which is complete 
in every detail.
T he Professional A ccountant
( C ontinued fro m  page 337)
for their faith.
Things have changed since the judges 
could make the offensive remarks I 
quoted earlier on. But we must be care­
ful. “Woe unto you when all men shall 
speak well of you, for so did their fathers
to the false prophets.”
I am not attempting a bad pun in that 
reference to false profits. I am sounding 
a warning against a tendency on the part 
of the public to expect too much—more, 
perhaps, than they have any right to 
expect.
There are continual complaints, indeed 
continual actions for negligence in rela­
tion to detailed checking which has failed 
to detect frauds of relatively small 
amounts.
Borrowed Funds
( Continued fro m  page 330)
the debt or needs the funds to bolster up 
its reserves.
Much of the criticism heard these days 
against the banker is unreasonable. Those 
who criticize them, from high Government 
officials down to the comer merchant, 
themselves made the same mistakes that 
the bankers did, that of being too opti­
mistic. I fear that the critics will make 
the same mistakes when business condi­
tions improve once more. This human 
failing you, as lenders, must particularly 
guard against. You must be always cau­
tious and be ready to bear the criticisms, 
nay the insults, of being known, as the 
Scotch say, canny. Eventually you will 
be praised for helping to prevent much of 
the ruin caused by optimists who have 
never read economic history.
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F o r t i e t h  A n n i v e r s a r y
Recently Haskins & Sells celebrated 
the fortieth anniversary of the establish­
ment of that accounting organization.
In 1893 the Dockery Commission was 
established, on authorization of the Fed­
eral Government, for the purpose of mak­
ing a general investigation of government 
affairs at the national capital with the 
main purpose of determining whether a 
reduction in personnel could be properly 
effected without a lowering of efficiency. 
Charles Waldo Haskins and Elija Watt 
Sells were selected to make the study. 
Both approached the problem from a prac­
tical background. Neither had known of 
the other until they met in connection 
with this work.
The report was finished March 2, 1895 
and two days later the firm of Haskins & 
Sells was established for the purpose of 
conducting an independent accounting 
practice in the city of New York. Mr. 
Haskins was the more aggressive of the 
two but Mr. Sells provided a quiet, con­
structive complement.
They were leaders in the movement 
which secured for New York the first 
C.P.A. law in 1896. Mr. Haskins was ap­
pointed as a member of the first Board 
and was its first president. Following the 
passage of the law a movement was in­
augurated to change the name and char­
acter of the State society and in 1897 
the New York Society of Certified Public 
Accountants was established and Mr. 
Haskins became its first president.
The profession early recognized the ne­
cessity for increasing the educational op­
portunities along accountancy lines and 
again under the direct leadership of the 
two, the New York University School of 
Commerce, Accounts and Finance was es­
tablished in 1900 with the backing of the 
profession, represented by the New York 
State Society. The first dean of that 
school was Charles Waldo Haskins. He 
died in 1903.
Mr. Sells very soon after reaching New 
York assumed leadership in the American
Association of Public Accountants and 
served in several official positions, being 
president in 1906-8. He was a member of 
the Executive Committee of the American 
Institute several years after its organiza­
tion and made goodly contributions to its 
activities, having been instrumental in the 
creation of the Endowment Fund, the pur­
pose of which was to provide an income 
for a Bureau of Research and Informa­
tion.
The work of Mr. Sells for the Govern­
ment was officially recognized by Con­
gress. Baker University conferred upon 
him the honorary degree o f  Master of 
Arts and New York University conferred 
the honorary degree of Doctor of Com­
mercial Science.
The firm, established by two individuals, 
each a believer in a high standard of edu­
cational qualification accompanied by ex­
perience requirements, early drew to itself 
Homer A. Dunn who came with them in 
1902. At the recent anniversary meeting 
Mr. Dunn was the guest of honor, the 
one present member of the firm whose 
connection therewith antedated the de­
cease of either of the original partners.
When The American Society was or­
ganized the first vice-presidency was left 
vacant to be filled by a representative from 
the East. It had been the Editor’s priv­
ilege to have been personally acquainted 
with both of the partners during the early 
days of their practice and he was delegated 
to confer with Mr. Sells regarding the or­
ganization plan of The American Society 
and obtain his reaction thereto. While 
Mr. Sells was at that time a member of 
the Executive Committee of the American 
Institute he recognized the value to the 
profession of a national organization 
based on the principles of The American 
Society and endorsed the request that Mr. 
Dunn accept the vice-presidency of The 
American Society, since which time he has 
been one of its most ardent supporters and 
is now listed as a past-president of the 
Society.
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I n  M e m o r i a m
J a m e s  M. A r c h e r , C.P.A. (N. C. No. 
317, 1926) of Salisbury, North Carolina, 
passed away on March 5, 1934.
Mr. Archer had practiced his profession 
for a number of years under the firm name 
of James M. Archer & Company, Wacho­
via Bank Building, Salisbury, North Caro­
lina. He was a member of the North Caro­
lina Association of Certified Public Ac­
countants and of The American Society 
of Certified Public Accountants.
R o b e r t  A t k i n s , C.P.A. (N. Y. No. 
427, 1909) of New York City, died sud­
denly of heart trouble on September 15,
1934.
Mr. Atkins was a graduate in law from 
New York University and for many years 
had contributed short articles to various 
financial and professional magazines, a 
number of his articles relating to tax mat­
ter appearing in T h e  C e r t i f i e d  P u b l i c  
A c c o u n t a n t . He was a charter member 
of The American Society, member of the 
American Institute, the National Associa­
tion of Cost Accountants, the New York 
State Society of C.P.A.’s and the Sons of 
the American Revolution.
A n t h o n y  F. B. B e c k e r , C.P.A. (Conn. 
109, 1922) of Brooklyn, New York, died 
in 1934.
Born in 1878 in Stamford, Connecticut, 
Mr. Becker served apprenticeship in ex­
port houses in Hamburg, Berlin and Bre­
men and spent two years in South 
America. He returned to the United 
States in 1917, since which time he had 
practiced public accounting in Brooklyn 
and Bridgeport, Connecticut. He was a 
member of the Connecticut Society of Cer­
tified Public Accountants and a member 
of The American Society.
J a m e s  J. B u r n s ,  C.P.A. (Pa. No. 102, 
Jan. 1910; Ind. No. 144, June, 1915), of 
Philadelphia, Pennsylvania, died on Feb­
ruary 7, 1935.
He was a member of the Pennsylvania 
Institute of Certified Public Accountants 
and of The American Society.
E d w a r d  B r a d y , C.P.A. (N. Y. No. 741, 
1917; N. J. No. 154, 1921; Calif. No. 
431, 1925), of Huntington Park, Cali­
fornia, passed away in October, 1934.
Mr. Brady was born in New York City 
in 1885; attended New York University 
School of Commerce, Accounts and F i­
nance, where he was later an instructor in 
accounting. For a number of years he had 
been comptroller for various oil companies 
in California and was active in the or­
ganization of the Petroleum Accountants 
Society of California. He was a member 
of the California State Society of Certified 
Public Accountants and of The American 
Society.
A r t h u r  S. C u m m in g s, C .P .A . ( Mass. 
No. 68, 1911), of Boston, Massachusetts 
died on August 29, 1934.
Mr. Cummings had practiced public ac­
counting in Boston on his own account 
for many years. He was a member of The 
American Society.
A n d r e w  B. L a w s o n , C.P.A. (Tenn. 
No. 411, 1931; Miss. No. 210, 1933), of 
Memphis, Tennessee, died suddenly of a 
heart attack on November 7, 1934.
Mr. Lawson had for a number of years 
been connected with Harry M. Jay in the 
practice of accounting and was in Missis­
sippi on a business trip at the time of his 
death. He was a member of the Board of 
Directors of the Memphis Chapter of the 
Tennessee Society of Certified Public Ac­
countants and was a member of The 
American Society.
J o h n  B. M c C a b e , C.P.A. (N. C. No. 4, 
1913), of Wilmington, North Carolina, 
died on January 10, 1935.
Mr. McCabe was one of the most prom­
inent leaders of the profession of account­
ancy in the State of North Carolina. He 
had served as a member of the State Board 
of Accountancy since 1925, was president 
of the North Carolina Association of Cer­
tified Public Accountants in 1923 and was 
a member of The American Society, hav­
ing been a valuable member of its Com­
mittee on Complaints.
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T. W. M a t h e w s ,  C.P.A. (Va. No. 25,
1912), of Norfolk, Virginia, passed away 
on October 6, 1934, after a brief illness.
For many years Mr. Mathews was con­
nected with the Seaboard Air Line Rail­
way, serving as Secretary-Treasurer and 
more recently as Treasurer for the Re­
ceivers.
He was a member of the Virginia Soci­
ety of Public Accountants and of The 
American Society.
R. L. S t e w a r t , C.P.A. (Texas No. 330, 
1930), of Chicago, Illinois, was accidental­
ly burned to death from the effects of a 
lighted cigarette while sleeping in his 
apartment on January 11, 1934.
Mr. Stewart was one of two Receivers 
for the Trustees System Discount Com­
pany of Chicago and of the Stevens Hotel. 
He was a member of The American So­
ciety.
S a m u e l  S . W e i l , C.P.A. (Wis. No. 13,
1913), of Milwaukee, Wisconsin, died on 
May 28, 1934, after a brief illness.
Mr. Weil, who was 81 years old, had 
spent 70 years in Milwaukee. He spon­
sored the first accountancy law in the State 
and was active in the organization of the 
Wisconsin Society of Certified Public Ac­
countants, of which he was an honorary 
member. For many years he was secre­
tary of the American Mutual Building and 
Loan Association and was active in the 
practice of accounting until his last illness. 
He was a charter member of The Amer­
ican Society, holding membership certifi­
cate number 45.
T h o m a s  N e l s o n  W i l l i n s , C.P.A. ( N .
H. No. 93, 1919; Mo. No. 119, 1920; 
Tenn. No. 317, 1926), died at his home in 
Montclair, New Jersey, on February 24,
1935.
Mr. Willins was a member of the firm 
of Haskins & Sells, 15 Broad Street, New 
York City. He had been a member of 
The American Society since 1923.
Ploughing W ith  O xen
Recently public reference has been made 
to the ox-cart days. Under the above title 
Net Results, published by H. A. Hopf & 
Company, carried in its October last issue 
the following comments which are perti­
nent at the present time:
One Sunday afternoon we were walking 
over a pasture. It was dotted with rocks 
that were two-thirds imbedded in the 
ground.
“My grandfather used to plow this 
land,” said the owner.
“How could he plow land with so many 
rocks ?”
“He used oxen. Oxen move slowly and 
stop when something causes the plow to 
stick. Horses move fast and jerk forward 
when the plow is caught by a rock or 
root.”
Horses, in their eagerness to go through 
to the end of the furrow, seem to race 
forward. They often break the harness 
or pull the plow out of the hands of the 
plowman. Oxen, quiet, steady, gentle, have 
none of that restless ambition. They have 
great pulling power and strength, but they 
manifest both more slowly.
Every well-organized business institu­
tion should have a number of what may 
be called ox-men. They are the slow, 
steady, gentle, quiet, non-spectacular 
workers. They have no feverish ambi­
tions. They care nothing for limelight 
positions. Usually they are perfect second 
line men. They are ideal assistants. The 
leaders may be excited, but these men go 
calmly about their work. Their reliability 
and dependability make them invaluable.
Such men are not hired to take positions 
of leadership when speed and flexibility 
are required. They are not fast in move­
ment. They render no instantaneous judg­
ments. No one would hire them to lead 
a cavalry charge, but they are in demand 
to bring the freight and supplies into camp 
over mountain passes or through jungles.
It is the wise executive who knows how 
to adjust his workers to the work each 
can do naturally.
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H istory R epeats Itself
Under this title The Horwath H otel 
A ccountant for June carries the following 
editorial:
Never has this writer found more strik­
ing proof that history really does repeat 
itself than in the musty old hotel papers 
and magazines among which he browsed 
recently in preparation for an article com­
paring hotel accounting of fifty years ago 
with that today. For instance, listen to 
this: “The fact is there is just 100 per 
cent more hotel accommodation in New 
York than there is demand for . . .  A 
seem ingly  good business in a hotel does 
not necessarily imply large profits, as many 
a hotel man may testify. But it does give 
the outsider that impression. It is this 
erroneous impression that helps to build 
new hotels where they are not needed.” 
When do you think that was published— 
last week? last year? during the building 
boom of the late 1920’s? No; exactly half 
a century ago. So we see that the sound­
ing of warnings in that direction never 
has done any good; unfortunately it prob­
ably never will.
Then here’s an editorial of March 28, 
1885, which deplores price-cutting and 
which gives us a good laugh, because it 
might be a direct quotation from our own 
fervent preachments during the recent 
dark years: “There is altogether too much 
foolish competition between hotels . . .  In 
a very large proportion of towns, where 
two or even three hotels could do a profit­
able business, the entire profit is ruined 
by cutthroat competition. Rates are cut 
until barely the costs of accommodations 
are realized . . .  If the hotel men . . . had 
the good sense to join hands and charge 
good rates everybody would be satisfied 
and at the end of the year they would have 
some money to show for their labor.”
Again, those who during the last three 
or four years have been confounded by 
the puzzle of why, in the midst of material 
abundance, there has been such stark want, 
may find comfort in knowing that the puz­
zle merely recurred in their time; it did 
not originate then. A hotel publication 
says, editorially, on February 7, 1885: 
“Why is it that this year, when crops have 
been more plentiful than ever before;
when wearing apparel and food of every 
kind are far cheaper than at any previous 
period; when there is universal plenty of 
everything; there should be starvation for 
want of food and shivering for want of 
clothes? Verily, this is a hard conun­
drum.”
Verily ours is too; but it will be solved 
as all similar conundrums have been in 
times past.
O vercrow ding
In a recent issue of the Law Student, 
President John J. Schumacher of the 
Southwestern University, Los Angeles, 
presented an article on “An Overcrowded 
Bar—Why?”
After referring to the procedural re­
forms which had been instituted by the 
California Bar in recent years, he pro­
pounded the theory that the basic cause of 
the present dilemma was two-fold.
1. The legal profession has become un­
duly attractive to the purely ambitious, 
due to general conditions and numerous 
examples of opportunity for great gain 
within the profession itself.
2. The legal requirements for admission 
to practice have been too low in standard.
The argument was in refutation of the 
ofttimes quoted statement that law schools 
were responsible for the overcrowding 
which has been apparent. Speaking from 
the point of view of the teacher he placed 
the responsibility squarely upon the shoul­
ders of the practitioner.
The situation which he depicted runs 
parallel with conditions in accountancy, 
and he suggested the following proposals 
for alleviating the difficulty.
1. A more exhaustive character check­
up should be made than heretofore. There 
is no reason why the prospective candidate 
might not be required to contact the Bar 
Committee at the same time that he begins 
his legal studies.
2. Changes in curriculum should be 
made. Speaking of pre-legal courses he 
said, “Is it not timely to replace irrelevant 
studies with more practical courses in 
finance, taxation, trade practice, account­
ing, business organization and modern so­
cial readjustments? These surely cannot 
longer be safely ignored in a proper pre­
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paration for law practice, at least in the 
college program, along with English, his­
tory, government, economics, logic, etc.”
3. There should be a greater democrati­
zation of the examining committee. Under 
present-day conditions in the larger states 
at least, too much is expected of the com­
mittee. There is no reason why the ques­
tions, when agreed upon, might not be 
submitted in advance for the approval of 
the State Supreme Court and why a group 
of practitioners might not be called upon 
to assist the committee in marking the 
papers. This would eliminate criticisms 
which sometimes arise regarding unfair­
ness in connection with the examination.
4. Careful consideration should be given 
to better arrangements for disposing of 
border-line cases. A candidate whose pa­
per is marked by one member of the com­
mittee or an assistant considerably below 
the passing mark or considerably above 
the passing mark has been afforded the 
opportunity to which he is entitled and the 
public is protected. The candidate how­
ever who may have barely failed by the 
markings of one member is entitled to a 
rechecking by another. On the other hand, 
the public is entitled to a rechecking of the 
papers of a candidate who may have barely 
passed by the record of only one marker. 
Professional examiners must always keep 
in mind that they are responsible to the 
public for their marks as well as to the 
candidates.
5. There should be a graduated admis­
sion to practice in the several courts. This 
has been accomplished in some states by a 
more careful attention to the various re­
quirements. The newly admitted and over­
anxious attorney would find a check upon 
his ambition which would be helpful to 
him and of benefit to the public.
6. The Bar and the examiners should 
utilize to a greater degree than formerly 
the information which may be obtained 
from the available reports of responsible 
law schools.
Expert W itnesses
Judge Arthur L. Mundo of the Superior 
Court, San Diego County, Cal., presents 
the leading article in the May issue of 
The State Bar Journal discussing “Expert
Witnesses as Officers of the Court.”
He indicates that the present procedure 
under which expert testimony is offered 
in the courts is being sharply criticized.
One of the suggestions made, growing 
out of the fact that there seems to be no 
limit to the number of experts that may 
be brought in to testify, is that the power 
of appointing experts should rest exclu­
sively with the court. The effect of such 
a provision would be to make the expert 
witness an officer of the court.
He uses the medical profession as the 
illustration for the general argument. He 
suggests that a panel should be provided 
based on nominations made by the County 
Medical Society, which nominations should 
be approved by a majority of the judges. 
When an expert was needed the name 
should be drawn from a sealed box in the 
same manner as jurors are drawn and the 
parties to the suit should be afforded the 
right to disqualify the expert on a proper 
showing, the trial judge passing on ques­
tions of qualifications.
The physician attending and treating the 
injured party would be permitted to ap­
pear in the case as a fact witness only. 
The experts, one or more as might appear 
to be necessary, would be appointed by the 
court when the action is filed and at the 
time of the trial he would be called upon 
to render an opinion upon facts known to 
him or facts testified to by the attending 
physician with full opportunity given to 
either side to examine and cross-examine 
the expert. The court would fix the fees 
to be allowed.
The Judge indicates that his suggested 
plan covers the case of medical experts 
but that similar arrangements could be 
devised for other persons called as expert 
witnesses.
A u d it Reports
Some time ago the Norfolk National 
Bank of Commerce and Trusts ran a se­
ries of four ads in the Virginian Pilot.
The basic statement used in each of the 
ads was, “A bank is not kept sound by 
accident, habit, or Act of Congress. 'Com­
merce’ owes its liquidity and strength to 
its policies, tested and proven, which are
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presented frankly in this series of adver­
tisements.”
Each of the ads referred to different 
items which should contain also the finan­
cial statements desired by the bank in 
making loans. The last ad, labelled, A 
“Close-Up” Picture of the Business, which 
contained one of the best summarizations 
which we have ever seen, was as follows:
In the preceding advertisement, we de­
scribed the type of financial statement on 
which a banker can intelligently judge an 
application for credit.
In connection with loans to business 
concerns the banker must also require op­
erating statements in order to determine 
whether or not the business is making 
progress.
Where loans to such concerns are of 
substantial amounts their statements should 
be prepared by certified public accountants, 
in order to insure a disinterested appraisal.
Frankly, bankers adopted these require­
ments as a check on their own judgment, 
to protect depositors. But they serve to 
protect the borrower also—often more 
than he realizes.
By giving him an orderly, realistic pic­
ture of his own business; by exposing any 
weaknesses or dangers involved; by sub­
stituting known facts and figures for hopes 
and guesses, such an accounting enables 
the enterprising business man to make his 
plans more soundly and successfully.
To the banker, all this is chiefly a pre­
requisite to a loan. To the business man, 
it is often an important stimulus to growth 
and advancement.
Full A udits
Partial A udits A re  N o B etter Than  
H ealth Certificates W hich R ead, ‘Good 
A s  F a r  A s  E xa m in ed .’
by G i l m e r  W i n s t o n
Chairman Union Planters National Bank 
& Trust Co., Memphis, Tenn.
In making any loans, whether secured 
or unsecured, the bank should have on file 
accurate credit information about the bor­
rower, and if possible and practical an 
operating statement should be furnished. 
The bank officer should discourage esti­
mated statements and statements made up 
from memory and not actually taken from
the books. If money is loaned on such 
statements and they afterwards prove in­
correct, the bank officer is already on no­
tice that there might be inaccuracies in 
such statements and would probably not 
be in position to take any legal action with 
reference to such inaccuracies. Whenever 
possible audited statements should be se­
cured. Ordinarily a balance sheet, even 
though made out by the auditor, is of 
small value unless accompanied by a full 
audit. In many cases these balance sheets 
are merely copies taken from the books 
and are of no more value than any other 
statement. The auditor’s certification will 
show what was really done and such certi­
fication should be carefully read. While 
a great many credit men differ in opinion, 
I believe the operating statement is more 
important than any other statement. A 
borrower who is consistently losing money 
will probably lose yours if you lend it to 
him, while a consistent money maker will 
probably use the money wisely and, there­
fore, will be in a position to pay it back. 
T h e  C om petent A udito r vs. the H onest  
B o rro w er
While we are on the subject of Audi­
tors it is well to state here that it is the 
duty of the bank credit man to see to it 
that audits are made by a competent au­
ditor. A statement made by an incompe­
tent auditor is more dangerous from a 
credit standpoint than a poor statement 
made up by the borrower who is honest. 
When audits are furnished it is well to 
read the preliminary letter carefully so as 
to see the scope of the audit. It fre­
quently happens that the auditor is em­
ployed to do certain work only. Fre­
quently this is done to save expense. A 
competent auditor sets out the scope of 
his examination clearly stating what has 
been done and what has not been 
done. Some of these partial audits from 
a credit standpoint are of no more 
value to a credit man than a health cer­
tificate would be that stated party was in 
sound physical condition as far as ex­
amined, but that no examination had been 
made of the heart and lungs. It is my 
observation that the auditing business is 
steadily being put on a high plane, and 
there is a stronger spirit of cooperation 
with the banks than there has ever been
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before. Of course, there are exceptions to 
every rule, but it is a fine rule to have all 
loans (except those based on financial 
statements) secured by collateral that is 
good and marketable, with a suitable mar­
gin. There is a very marked tendency on 
the part of the borrowers to try to borrow 
on the poorest collateral first, and save 
the better collateral for the rainy day.
(From N orth  Pacific B a n k er)
T he Corporate State
( Continued fro m  page 352)
we would guide by the light of reason, we 
must let our minds be bold.” It is a 
thrilling world which you face. I think 
I would rather live now than to have lived 
when Columbus discovered a new world! 
We are discovering a New World now. 
The challenges are flung around the 
globe. There is much for you to regret 
as political scientists, as citizens. I have 
in mind the loss in international good­
will and almost everywhere that most ap­
pealing and touching of all voices,—the 
voice of men asking for work and finding 
none. There is much to be hopeful over. 
Even if you disagree to 80% of what has 
taken place in the United States during 
the last year, you should be happy beyond 
words that such things could happen so 
rapidly and so orderly on such a scale in 
this world of ours. Youth comes with 
high heart. And to all who come with 
high heart, a “Welcome” and a “Fall to” ! 
Again I repeat, in intelligent youth, 
trained and socially minded, there is hope 
for the future.
N otes
The British Association for the Ad­
vancement of Science at its last fall meet­
ing at Aberdeen, Scotland, was attended 
by leaders in the educational field as well 
as leaders in the business world.
The greatest criticism of the speakers 
who discussed the situation in the United 
States related to the great hurry which 
characterized the efforts being put forth 
in America to revive the whole procedure.
Sir Josiah Stamp, the noted English
Economist and Director of the Bank of 
England, speaking to the general topic 
said, “What appalls me about the new 
American order, is not merely the speed 
at which things are being done, but the 
fact that men are being encouraged to 
suppose you can revive industry while you 
are sitting on the mainspring. After all, 
the mainspring of all individualistic enter­
prise of any kind, outside Russia, is the 
making of profit. Unless you are getting 
people to make money, you will never get 
reemployment, yet this is the last thing 
that seems to have been the thought of 
America.”
Congress is laboring with a proposed 
banking bill, the purpose of which is seem­
ingly to still further centralize credit pol­
icies of this country in Washington.
At a conference last year James P. War­
burg, Vice-Chairman of the Bank of Man­
hattan, New York, answering a question 
as to why he feared political control of 
the banking business more than abuse by 
privately controlled banking said:
“The answer is very simple. If  we are 
prepared in this country to abandon a 
democratic form of government and to 
install an oligarchy of a few highly trained 
men, if we are prepared to substitute for 
the free practice of economic laws, the 
concentrated thinking of a small group in 
whom discretionary power is vested, which 
means giving up free thought, free speech, 
free chance to do what you want to do, 
being told when to go to bed, when to get 
up and what to eat—if we are prepared 
to do that, then it is perfectly possible to 
have government banking very much more 
intelligently managed than private bank­
ing. but if we are not going to do that, 
and if we want a democratic form of 
government, then I think you will see the 
cogency of the answer.
Can you picture some 18,000 banks in 
this country managed by political appoint­
ees of a government which submits itself 
every four years at least, to popular elec­
tion and which lives by getting votes ? Can 
you picture banks being run by people who 
are similar to political appointees in post 
offices? Have you ever talked to a post­
master?”
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U. S. W orld Trade in  1934
The following table on foreign trade for 1934 was submitted to the President 
by George N. Peek, special adviser on foreign trade:
In 1934
1. The U. S. sold to the world goods in the amount o f ........... $2,133,000,000
The U. S. bought from the world goods to the amount of. . 1,655,000,000 
Thereby placing the world in debt to the U. S. for goods
in the amount o f....................................................................... 478,000,000
2. U. S. tourists spent abroad and U. S. immigrants, chari­
table organizations and others spent abroad the net
amount of .................................................................................  352,000,000
Leaving a balance owed to the U. S. o f................................  126,000,000
3. Services sold to the world and miscella­
neous items amounted to.......................... $264,000,000
Services bought from the world and miscel­
laneous items amounted to .......................  274,000,000
Decreasing the balance owed to the U. S. by ...............  10,000,000
Leaving a balance owed to the U. S. o f . . .  ...............  116,000,000
4. Interest and dividends received from for­
eign bonds held in the United States . . . .  $217,000,000
Foreign bonds (interest funded)...............  13,000,000
Direct investments abroad............................ 125,000,000
Short-term banking funds abroad...............  25,000,000
Stock transfer taxes, commissions, etc........  10,000,000
A total o f .......................................................... 390,000,000
Less interest and dividends paid.................  125,000,000
Increased the balance owed to U. S. b y . . .  ...............  265,000,000
Leaving a balance owed to U. S. by the 
world for goods, services, interest and
dividends o f .................................................  ...............  381,000,000
5. The U. S. bought gold (including ear­
marking) to the net amount o f...............  1,217,000,000
The U. S. bought silver at the net amount
of ....................................................................  86,000,000
The U. S. bought paper currency to the
net amount of ............................................. 48,000,000
A total o f .......................................................... ...............  1,351,000,000
Thereby placing the U. S. in debt to the 
world in the amount o f............................  ...............  970,000,000
The U. S. paid this debt to the world by transfer to foreigners of capital 
assets owned by the U. S. in the net amount of $970,000,000.
We are in receipt of a report of the 
Japan Society of Registered Public Ac­
countants. It is a seventy-six page mag­
azine, of fine topography. The English 
translation accompanying the table of con­
tents shows that the titles of the papers 
are—Balance Sheet and Statement of 
Profit & Loss, Helping the Growth of the 
Accountancy Profession, Some Examples 
of Statements of Accounts with Account­
ants’ Reports, Impression as an Investi­
gating Commissioner of Incomes, and Re­
vision of Accountants’ Law.
These articles are followed by a Tax 
Case in which an example is given of the 
disapproval of an account of a company, 
organized by the directors, their relatives 
and employees.
The general notes have to do with the 
usual subjects of Members’ General Meet­
ing, Meeting of Council, Meeting of E x ­
ecutive Committee, Registration Items,
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Change of Membership, Contributions re­
ceived, Round-Table Conference, Distri­
bution of Reports, Distribution of Mem­
orandum and Articles of Association, 
Books and Magazines received.
James L. Benson of the firm of Wooden 
& Benson, Munsey Building, Baltimore, 
Maryland, has been appointed State Au­
ditor for Maryland for a term of four
years. Mr. Benson is a member of The 
American Society.
On April 25, 1935, Theodore Krohn,
C.P.A., of Newark, New Jersey, addressed 
the student body of the Seth Boyden 
School of Commerce of Newark on the 
subject “Qualifications for the Practice of 
the Profession of Accountancy.”
W e e  B i t s  o n  A c c o u n t a n c y
R e g u l a r l y  C o n t r i b u t e d  b y  L o u is  S. G o l d b e r g , C.P.A., S io u x  C ity , I o w a
Professional Ethics and the Federal Supreme C ourt
What concern have the courts, anyway, 
with professional ethics . . . that intangible, 
loosely defined, illusory plaything of the 
professions? Is it a mere fanciful theme 
for orators and idealists, or is it a definite 
doctrine recognized by the courts and en­
forced for public protection. Let us see: 
The State of Oregon, in 1933, enacted a 
new law to regulate the conduct of 
dentists. Previously, licenses could be re­
voked for unprofessional conduct, which, 
as then defined, included advertising of an 
untruthful and misleading nature. But the 
1933 law added additional grounds for 
revocation; “advertising professional supe­
riority or the performance of professional 
services in a superior manner; advertising 
prices for professional service; employing 
or making use of advertising solicitors or 
free publicity press agents; advertising to 
perform any dental operation painlessly.” 
Dr. Semler brought suit to enjoin the 
enforcement of the new law. He was 
licensed away back in 1 9 1 8 ; he developed 
a lucrative business through advertising 
and through solicitors ; he had a large in­
vestment in advertising and in advertising 
contracts; the new law would destroy or 
materially impair his business; he said the 
new law was unconstitutional because (1) 
it impaired the obligation of contracts (2),  
it interfered with his liberty and arbitrarily 
deprived him of property and vested rights 
without due process of law, and (3) it
denied him equal protection of the law 
because similar restraints had not yet been 
imposed by express statute on other pro­
fessions.
But the Supreme Court of Oregon dis­
agreed with Dr. Semler; and the U. S. 
Supreme Court ruthlessly struck down all 
his contentions. Said Chief Justice 
Hughes :
His contracts were necessarily subject 
to the protective power of the State. The 
State could deal with the different profes­
sions according to the needs of the public 
in relation to each. It has long been recog­
nized that the State could protect against 
incompetency and dishonesty; the signifi­
cance of the decision is that it sustains 
the power of the State now to enforce 
“pure professional ethics.” To quote:
“And the community is concerned in 
providing safeguards not only against de­
ception, but against practices which would 
tend to demoralize the profession by forc­
ing its members into an unseemly rivalry 
which would enlarge the opportunities of 
the least scrupulous. What is generally 
called the ‘ethics’ of the profession is but 
the consensus of expert opinion as to the 
necessity of such standards. It is no 
answer to say that in his advertising he is 
telling the truth.”
Semler vs. Oregon, 55 Supreme Court 
Reporter 570, decided April 1, 1935.
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IN T E R S T A T E  P R A C T IC E
The question of reciprocal relations between states on state-granted C.P.A. 
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all other states is one which is assuming greater importance than formerly, now 
that every state in the Union has a C.P.A. law. It is probable that in the near 
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be in a position where it may be of assistance in helping to solve the problems 
that are bound to arise. The state boards are necessarily guided by the state 
laws as well as influenced by a desire to protect the rights of the business public 
and the individual holders of certificates which they may have themselves granted. 
However, the fact that accounting overlaps state boundaries cannot be ignored, 
and the principles of comity between the states must therefore be recognized 
and applied.
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W ashington  
H ead q u arters
Bankers, Lawyers, Tax Experts, and Busi­
ness Leaders recognize the convenient 
location of this modern hotel. Its dis­
tinctive charm and personalized service 
will appeal to you. Rates are moderate. 
Excellent meals. Dining Room.
T H E  H A Y - A D A M S  H O U S E
LAFAYETTE PARK AT SIXTEENTH 
N A TH A N  SINROD, M G R. 
WASHINGTON. D. C.
T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T
A  
P r o f e s s i o n a l l y  M i n d e d  
A c c o u n t a n t
1. Secures a C.P.A. Certificate
This is the pronouncement of the State 
of his residence that he has successfully 
demonstrated his technical ability.
2 . Joins the State C.P.A. Society
This body represents the profession, of 
which he is now a member, in its State­
wide contacts with other groups dealing 
with business and industry.
3 . Affiliates with the Local Chapter
This cements his acquaintanceship with 
those practitioners who should be his co­
operative competitors rather than his cut­
throat rivals.
4. Joins The American Society
This is the national organization which 
represents the profession in interstate and 
federal relationships.
C O M P L E T E  E L E C T R I C  O P E R A T I O N
TW O SETS OF DIALS
ELECTRIC TRANSFER
ELECTRIC CLEARANCE
FASTER SUBTRACTION 
FRACTIONAL CENT 
OTHER ADVANTAGES
The D u p lex  is
B U R R O U G H S
Individual totals are obtained in front dials, then transferred electrically to rear 
dials for accumulation into a grand total. The two sets o f  dials are well separated 
to avoid confusion.
Touching the transfer bar enters the amount o f  the individual total in rear dials 
electrically, and clears the front dials.
A single touch of a key clears the front dials without transferring; another key 
clears both dials simultaneously. Both operations are electric. No cranks to turn; 
no levers to pull.
Entirely new feature provides the simplest method o f  subtraction on any key- 
actuated calculating machine.
The machine gives, or takes, the half-cent as desired; or accumulates fractional 
amounts in the normal way.
Complete one-hand control; uniform, light touch for all  keys; fast, positive action; 
accuracy electrically enforced; motor does the work.
fu r n is h e d  in 9  a n d  13 co lum n  s ize s . W r ite  fo r  i l lu s tra te d  fo ld e r .
A D D I N G  M A C H I N E  C O M P A N Y
D E T R O I T ,  M I C H I G A N
W H E N  A N S W E R I N G  A D V E R T I S E M E N T S  M E N T I O N  T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T
